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Executive Summary

Subcommittee Purpose:

* Study the potential transfer of classified school board employees and retirees currently in
the County Employees Retirement System to the Kentucky Teachers’ Retirement System
(KTRS), the Kentucky Employee Retirement System (KERS) or leave them in the CERS
and rate them separately from city/county employees, or move local government
employees to a new retirement system, to be known as the Local Government Employees
Retirement System.

Core Issue:

* Arenon-school board members subsidizing school board members in CERS? If so, what
subsidy exists and how do you deal with the actuarial and operational consequences? Is
there a counter-balancing subsidy through the provision of health care benefits to local
government retirees whose employers do not participate in the Kentucky Employees
Health Plan (KEHP)?

Key Findings:

e When rated separately: Non-School Board employees actually receive a small subsidy
from school board employers on pension contributions but School Boards receive a larger
subsidy from non-school board employers on the health insurance contributions.

e Cavanaugh MacDonald, KRS actuarial consultants, found that non-school board
employers subsidize school board employers in an amount that ranges from $32.6 million
to $43.8 million, depending on the assumptions used. PricewaterhouseCoopers found that
local government employers who do not participate in KEHP benefit from a $37.2
million subsidy for their “unescorted retirees”.

» If the groups in CERS were divided, over time, school boards would pay approximately
3% more than the current employer rate; non-school boards would pay approximately 5%
less than the current employer rate.

- ® Any action to rate classified school board employees separately from city and county
employees should be done in the first year of a biennium to allow for adequate
consideration in the Executive Branch Budget. Transferring employees in an odd-
numbered year will result in school boards being required to absorb hi gher annual
required contributions without a structural means of including that expenditure in their
budget.




* The CERS Subcommittee identified five possible courses of action to address the
question raised in the Executive Order. Any action that would separate the school board
employees from the non-school board employees would cost the retirement systems
millions of dollars in extra administrative costs.
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INTRODUCTION

Govemor Steven L. Beshear established the Public Pension Working Group by signing
Executive Order 2008-460 on May 29, 2008. The Public Pension Working Group (PPWG) was
tasked to study certain issues related to pension reform and provide a report to the Governor on
or before November 1, 2008. In order to facilitate this task, the PPWG was organized into six
subcommittees, each providing input on specific topics.

The County Employee Retirement System (CERS) subcommittee was formed to study two
issues: moving classified school board employees from CERS to a different system (Kentucky
Teachers Retirement System); and establishing a Local Government Employee Retirement
System (LGERS) to manage city and county employee retirements. The pertinent language from
Executive Order 2008-460 is stated below.

e Studying the creation of a new retirement system, to be known as the Local Government
Employees Retirement System. Membership in the Local Government Employees
Retirement System would consist of employees, employers, and retirees of agencies
participating in the County Employees Retirement System who are not school boards as
defined by KRS 78.510(4);

e Studying the potential transfer of classified school board employees and retirees currently
participating in the County Employees Retirement System to the Kentucky Teachers’
Retirement System, while ensuring that in the event that such transfer occurs, the
classified school board employees who become members of the County Employees
Retirement System on or after July 1, 2008 shall be provided with the same benefits
provided to classified school board employees who become members of the Kentucky
Teachers’ Retirement System on or after the date of the transfer to the Kentucky
Teachers’ Retirement System.

At the initial meeting, CERS subcommittee members agreed that the scope of work should be
modified to include a review of the following options for classified school board employees—
moving them to Kentucky Teachers’ Retirement System (KTRS), transferring them to Kentucky
Employees Retirement System (KERS), or leaving them in County Employees Retirement
System (CERS) and rating them separately from city/county employees. While the executive




order excluded the KERS and separate rating in CERS options, the subcommittee report will
address all the potential alternatives.

Membership of the Subcommittee included representatives of the Kentucky Education
Association, Kentucky League of Cities, Kentucky Association of Counties, Kentucky
Association of School Superintendents, Kentucky School Boards Association and Kentucky
Association of School Administrators, Fraternal Order of Police, Kentucky Firefighters
Association, Kentucky Professional Firefighters and Kentucky Association of State Employees.
A full listing of membership is marked Appendix 1.

SUMMARY OF MEETINGS

The Subcommittee held public meetings on July 22™, and August 18,2008 with the following
results:

e Approved the actuarial firm of Cavanaugh Macdonald, to conduct a CERS
Reorganization Study to determine if any subsidy exists in favor of one group and if a
division were to occur how the assets would be divided.

e Testimony was received by interested parties. These groups included Kentucky
Retirement System, Kentucky Education Association, Kentucky League of Cities,
Kentucky Association of County Officials, Kentucky Association of School
Superintendents, School Boards and School Administrations, Fraternal Order of Police,
Kentucky Firefighters Association, Kentucky Association of State Employees, Kentucky
Teachers Retirement and PricewaterhouseCoopers. Written testimony is included in the
report as Appendix II. All parties were in agreement that an actuarial study was needed
to accurately address the issues. )

On September 25, 2008 a third meeting was held. Cavanaugh Macdonald presented their

findings, the results of which are presented later in this report.

PricewaterhouseCoopers, consultants to the Personnel Cabinet, also presented a report entitled,
“The Impact of Unescorted Retirees” An Actuarial Analyses, dated September 24, 2008.
Kentucky League of Cites and Kentucky Association of County Officials requested a meeting
with PricewaterhouseCoopers to analyze specific questions. The revised
PricewaterhouseCoopers report dated, October 17, 2008, is discussed later in this report.




BACKGROUND — CERS STRUCTURE

The Kentucky Retirement System (KRS) manages three independent retirement programs: the
Kentucky Employees Retirement System for employees of state government; the County
Employees Retirement System (CERS) for employees of local governments; and the State Police
Retirement Systems (SPRS). Each program has a different retirement benefit structure.

The County Employees Retirement System (CERS) currently includes just over 180,000
members as of June 30, 2008, distributed as shown below:

Classified City and County
School Board Employees Emplovees Total

Active Members 50,620 (57.3%) 36,569 (42.7%) 87,189
Inactive Members

Vested 4,869 (57.6%) 3,661 (42.4%) 8,530

Non-vested 29,185 62.1%) 18,227 (39.9%) 47,412
Retirees/Beneficiary 19,766 (53.7%) 17,293 (46.3%) 37,059
Total 104,440 (57.8%) 75,750 (42.2%) 180,190

In addition to a pension benefit, KRS provides health insurance benefits for all CERS retirees
according to their age and years of service. All retirees who are Medicare eligible (age 65 and
over) are covered under the Medicare supplement plan that is self-insured/self-administered by
KRS. Retirees who are under the age of 65 are insured through the Kentucky Employees Health
Plan (KEHP) along with all active employees of participating agencies. KRS pays the
appropriate insurance premium to KEHP on behalf of the retiree. This is true regardless of
whether or not the retiree was insured in the KEHP as an active employee. Any retiree that did
not participate in KEHP during his or her active service has been classified as an “unescorted
retiree” by administrators of that plan.

The insurance premium paid by KRS is the same for every retiree within the same benefit plan
(hazardous or non-hazardous) and the same years of service—it is a percentage of premium or a
level dollar amount and not related in any way to the compensation of the employee; i.e., lower
paid employees receive the same health benefit as those with much higher salaries, provided they
have the same number of years of service.

During an employee’s active service, employers provide a monthly contribution to KRS for the
purpose of pre-funding the retiree’s pension benefit and health insurance coverage. The KRS
Board of Trustees calculates the employers’ Annual Required Contribution (ARC) as a
percentage of payroll, and employers participating in CERS are required to pay the calculated




amount. Employers will make smaller contributions on behalf of lower paid employees than for
those with higher salaries.

At Issue: Dueling Health Care Subsidies: KEHP Unescorted Retirees v. CERS Retiree Health
Care Costs

The basic question of removing school board employees from CERS first surfaced in October
2001. The Group Health Insurance Board that oversees KEHP issued an annual report that stated
the unescorted retirees added $10 million to the total cost of KEHP health care for fiscal year
2000. Subsequent annual reports contained updated costs of unescorted retirees through fiscal
year 2003, when the reported amount had increased $21 million.

In 2002, the Personnel Cabinet, as administrators of KEHP, requested legislative relief from the
financial burden of unescorted retirees. They drafted language that would require all agencies
with non-Medicare eligible retirees to either participate in KEHP for active employees or pay the
actuarial cost difference for their unescorted retirees. The bill did not pass in its original form.
Instead, the legislature required the Interim Joint Committee on State Government to study the
issue and report results by November 1, 2003. The Legislative Research Commission (LRC)
retained Segal and Associates to conduct an actuarial analysis of additional costs for unescorted
retirees. According to Segal, unescorted retirees added $14.1 million to KEHP expenditures in
fiscal year 2001.

Concurrent with the LRC study, the KRS actuary, Mercer Human Resources Consulting, was
asked to determine if city and county employers may be incurring additional costs to subsidize
school board employees through their annual required contribution paid to KRS for retiree health
insurance. Due to the fact that city and county employees normally have much higher salaries
than classified school board employees, it was suspected that cities and counties could be paying
more total dollars for retiree health care than their school board counterparts.

Mercer determined that city and county employees comprised only 42% of the total membership
of CERS but accounted for 59% of the gross reported salaries. Assuming that all demographic
factors of city and county employees were identical to classified school board employees
(mortality rate, turnover rate, retirement rate, etc), Mercer determined that city and county
employers could have saved $13.8 million in fiscal year 2001 had they been rated separately
from school board employers. The $13.8 million additional cost to the city and county
employers basically offset the $14.1 million additional cost of the city and county unescorted
retirees to the KEHP plan.

In the 2003 Regular Session of the General Assembly, HB 103 included a compromise between
city and county governments and school boards designed to address the unescorted retiree issue.




A floor amendment to the bill required that cities and counties pay the actuarial amount of the
unescorted retirees to KEHP, and the Department of Education was to seek a General Fund
appropriation to cover the subsidy that city and county governments were paying to KRS to the
benefit of classified school board employees. The bill did not pass in 2003. A similar proposal
stalled again as HB 11 in the 2004 Regular Session. No further legislative action was taken until
the 2008 Regular Session, when HB 600 SCS included language from the Senate to establish
LGERS and move classified school board employees to KERS. . The LGERS/classified school
board employee issue was a major point of disagreement during the final negotiations on HB
600. In order to resolve this issue, the Governor specifically tasked the PPWG to study the
problem and provide alternatives.

SUBCOMMITTEE APPROACHMETHODOLOGY

In the first meeting, CERS subcommittee members agreed to a full actuarial analysis of CERS to
determine what, if any, subsidy exists. While the studies done by both Segal and Mercer were
comparable because both studies assumed identical demographics for CERS’ total membership,
it was possible that significant differences could have existed between classified school board
and city and county employees, which would mean that these past studies were less than totally
accurate. Ohio and Missouri both have separate systems for classified school boards, and
experience studies indicate significant differences in withdrawal (termination) rates, retirement
rates and mortality rates. The CERS subcommittee agreed to use the services of Cavanaugh
Macdonald, LLC, to conduct an up-to-date, comprehensive analysis. Cavanaugh Macdonald 1s
also under contract to provide actuarial services to both KRS and KTRS.

On July 22, 2008, Tom Cavanaugh, CEO of Cavanaugh Macdonald, briefed the committee on
the approach to be taken.

e Conduct independent experience studies of School Board and Non-School Board
Employees.

e Determine if different actuarial assumptions apply to the two groups.

e Apply the appropriate assumptions to the two groups and perform calculations to
determine whether a subsidy exists, and in which direction.

o If a material subsidy exists, determine methodology for dividing the assets and provide a
20-year projection of the two systems separately to determine the impact on employer
contribution rates.




SUMMARY OF RESULTS

A full copy of the Cavanaugh Macdonald report is marked Appendix III. Summary results are
presented as follows:

s CERS School Board employees do have different actuarial demographics than Non-
School Board Employees. School Board Employees:

> Terminate earlier;

> Retire later;

> Havea different mortality rate; and

» Have significantly lower average salaries. (817,592 versus $33,662 for NSB)

e When rated separately:

» Non-School Board employees actually receive a small subsidy from school board
employers on pension contributions.

» School Boards receive a larger subsidy from non-school board employers on the
health insurance contributions

Cavanaugh MacDonald found that using the assumptions used in the 2007 actuarial valuation
and the full ARC for 2008, the subsidy in favor of the school boards is $43,775,319. It should be
noted that CERS employers did not pay the full ARC in 2008 as the KRS board had approved a
five year phase-in of the higher ARC resulting from the implementation of GASB 43/45
accounting rules. The use of the actual ARC would result in a different subsidy amount.

Using the new assumptions based on the experience study for the school board/non-school board
employees, Cavanaugh MacDonald found a subsidy of approximately $32.6 million. Cavanaugh
MacDonald opined that “...long term, the new assumptions will reflect the differences between
the groups better than the current assumptions do.” Because the discussion to date has been
about the current subsidy, not the long term subsidy, Cavanaugh MacDonald has emphasized the
current subsidy amount.

e If the groups were divided, over time —

» School boards would pay approximately 3% more than the current employer rate.
» Non-school boards would pay approximately 5% less than the current employer rate.




OPTIONS

At the outset, the analysis of this subcommittee was done independent of and without regard to
the impact of the subsidy that exists for unescorted retirees in KEHP. However, before reaching
a final decision to reorganize CERS, the subsidy for unescorted retirees should be compared to
the subsidy for pension and health insurance in KRS. Any counterbalancing effect should be
considered in drafting future legislation.

The Cavanaugh Macdonald Report found that non-school board employers subsidize school
board employers in an amount that ranges from $32.6 million to $43.8 million, depending on the
assumptions used. The PricewaterhouseCoopers Report commissioned by the Personnel Cabinet
entitled, “The Impact of Unescorted Retirees” An Actuarial Analysis (dated October 17, 2008)
shows a subsidy of $37.2 million for unescorted retirees, Appendix IV. The
PricewaterhouseCoopers study has incorporated to the extent possible recommendations from the
Kentucky League of Cities of affected agencies.

General Discussion of Options

CERS participants have a benefit structure different from that of either KERS or KTRS
participants. The CERS annual multiplier, for example, differs from KERS; CERS participants
have an inviolable contract for health insurance benefits; KTRS employees do not. Because of
these differences it will be impossible to blend school board employees into another group to
mitigate the employers’ actuarial contributions.

The school board members can be rated separately from the non-school board members,
regardless of placement. Under separate rating, the costs attributable to school board employees
can be separately identified and assigned to their employers.

Any action to rate classified school board employees separately from city and county employees
should be done in the first year of a biennium to allow for adequate consideration in the
Executive Branch Budget. Transferring employees in an odd-numbered year will result in school
boards being required to absorb higher annual required contributions without a structural means
of including that expenditure in their budget.

If school board employees are to be rated separately from city and county employees, the only
alternative is to divide both the membership and the assets into two separate groups, regardless

of the governance structure.

The following actions must be completed to rate the groups separately:




o Divide the assets

> Actuary will use the actuarial accrued liability of the two groups as measured by an
experience study

» Cover retiree liability and accumulated active member contributions at 100%

> Divide the remaining assets by the ratio of active member accrued liability

» Update the asset liability models for each new fund to determine whether any changes
should be made in asset allocation — approximately $50,000 per study

There is a difference between the actuarial value of assets and the market value. The actuarial
value reflects a smoothing adjustment, meant to reduce the volatility of market changes. If a split
of assets were to occur, the split would be based on actual market value as of the date of the split.
In the current economic circumstances the market value is less than the actuarial value, which
would cause the contribution rates for both groups to increase.

e Divide the membership
> All 154,000 member records of active and inactive CERS members must be manually

audited to ensure the proper service credit is determined for each employee and
benefits are paid from the appropriate fund upon retirement. KRS’ costs would be

considerable given the complexity and is estimated at one million dollars per year for

five years.

> Once the manual audit of membership status is complete, the actuary would need to
review the results and recalculate the actual division of assets and “level” the
calculations if there are any differences from the original experience study

» Minimum time to accomplish all actions: 48 months

The CERS Subcommittee identified five possible courses of action to address the question raised
in the Executive Order:

Option 1: Leave system “as is”
Under this option, the parties would recognize that the subsidy on the pension/health
insurance contributions in CERS would be somewhat offset by the subsidy for unescorted

city/county retirees. As the subsidies are comparable, there is little incentive to incur the
disruptions.
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Option 2: Leave school board employees and local government employees in CERS:
Rate each group separately.

e Maintain both groups under the CERS structure and create a subset for school board
employees. The separate school board pension and health trust funds would be similar to
the CERS Hazardous subset now in existence

e Membership and assets would be split }

e Trust funds would not have to be moved to another governance structure

o Least complicated option to implement

e Would increase costs paid by school boards

e  Would decrease costs paid by non-school board employers

Option 3: Move school board employees to KTRS; Leave local government employees
in CERS

o CERS Membership and assets would be split

o CERS assets allocated to school board members would be moved to KTRS;
> Changing securities from KRS to KTRS will take several months to mitigate
market fluctuations

o KRS and KTRS have different asset allocations, making securities transfer
more difficult

o Both KRS and KTRS will be required to do major rebalancing of funds
during/after asset transfer

o Some securities may have to be sold and equity reinvested

¢ KTRS would implement major management adjustments
> Computer systems must be modified to accommodate the new members, transfer
of service credit, assets, etc.
> KTRS will have to hire and train additional staff — estimate of at least 35-40 full
time employees.
» KTRS will have to expand its equipment and office space requirements
> Total time to prepare for transfer of employees and assets — 18-24 months

e KRS will have to make major staff adjustments once transfer of membership is complete
e Would increase costs paid by school boards

e Would decrease costs paid by non-school board employers

11




Option 4: Move school board employees to KERS; Leave local government employees
in CERS

CERS Membership and assets would be split
Separate school board pension and trust funds would be transferred to KERS

> Since funds are being moved within KRS umbrella, minimal impact to IRS

regulations, etc.

May consider adding school board-specific and/or city/county-specific representative to
existing board or establishing advisory groups for each group of employees that would
meet with the Board of Trustees on a regular basis
Second least complicated option to implement

Would increase costs paid by school boards

Would decrease costs paid by non-school board employers

Option 5: Leave school board employees in CERS; Move City/County employees to the
newly established LGERS

Establish a separate LGERS Board of Trustees to govern 01ty/county plans

Membership and assets would be split

Statutory changes required to establish new board, membership, duties and
responsibilities

Determine if current KRS administrative staff will support both KRS and LGERS, or if
LGERS will require its own staff structure

Additional staff will be needed to support a second board even if LGERS shares
administrative staff with KRS

Draft bylaws and regulations to govern LGERS board functions

All annual financial and actuarial reports will be duplicated—separate set required for
LGERS, including:

Comprehensive Annual Financial Report (CAFR)

Annual Actuarial Analysis

Annual Investment reports

Actuarial experience studies

Audited Financial Statement and Independent Auditor’s Reports

VVVVYY

Securities will have to be moved from KRS to LGERS
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» IRS regulations govern “carving out” assets — will need fiduciary counsel
involvement

» Securities must be transferred over a period of months to mitigate impact of
market fluctuations

» Most complicated option to implement

If there is a decision to split the CERS groups, the Cavanaugh Macdonald Report states “Given
that School Board members will be valued separately after the split, the most efficient choice is
CERS.” The staff of KRS agrees that this is the least complicated and least expensive choice.
The legal firm of Ice Miller has provided an analysis of the IRS and fiduciary considerations to
be considered if CERS assets are actually divided. Ice Miller is the KRS legal counsel for tax and
fiduciary issues. A copy of the report is included as Appendix V.

The subcommittee recognizes that the fiscal impact on school boards will be significant if
classified school board employees are rated separately from other employees in CERS. Policy
makers will need to determine how to address this increased burden within the context of budget
deliberations. |

The implementation costs to KRS and/or KTRS must also be considered. KRS estimates a cost
of approximately $5 million over five years to separate the CERS groups. KTRS estimates a
start-up cost of $2.1 million and an annual cost of $3.4 million if school board members are

moved to KTRS. Details are included in Appendix VI

Reponses to the draft report from interested parties are included as Appendix VIL
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CERS/LGERS Subcommittee Membership

Chair: State Auditor Crit Luallen

Co-Chair: Senior Policy Advisor Joe Meyer

1) Amold, Bob
Executive Director
Ky Assn. of Counties

2) Baird, David
Executive Director
Ky School Boards Assn.

3) Blankenship, Mary Ann
Executive Director
Ky Education Assn.

4) Bohman, Craig T.
NKY Area Development District;
Municipal Gov’t League of NKY

5) Botkin, Doug
Ky Education Assn.
(Fayette Co. Classified Employee)

6) Burnside, Mike
Executive Director
Ky Retirement Systems

7) Caldwell, Glenn
Mayor
President Ky League of Cities,
Mayor of Williamstown

8) Chaney, Colleen
Secretary of State’s Office

9) Representative Mike Cherry,
House of Representatives Designee

10) Clark, Shirley
Executive Director
Ky Retired State Employees

11) Davenport, Richard
KEA (Anderson Co. Bus Driver)

12) Davis, Edwin
Ky Fraternal Order of Police

13)

14)

15)

16)

17)

18)

19)

20)

21)

22)

23)

24)

25)

Dunagan, Daryl
Ky Teachers’ Retirement System

Gilmore, Stephen
Superintendent of Ashland
Independent. Schools;
Former Mayor of Ashland

Hamberg, Jim
Mayor
Mayor of Southgate

Harbin, Gary
Executive Director
Ky Teachers’ Retirement System

Ishmael, Kayne
Ky Education Assn.

Jackson, Lee
President
Ky Assn. of State Employees

Jackson-Eaglin, Paula
Ky Assn. of Professional Educators

Jenkins, David
Judge
Spencer Co. Judge Executive

Kurtsinger, Howdy
Division Director
Ky Fire Commission

Lampe, Stanford
N.Ky Chamber of Commerce

Lang, Vince
Executive Director
Ky Co. Judge/Executive Assn.

Lovely, Sylvia
Executive Director
Ky League of Cities

McKim, Brent
President
Jefferson Co. Teacher’s Assn.
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Written Testimony During Meetings

Kentucky Fraternal Order of Police
Kentucky Association of State Employees
Kentucky Fire Fighters
3KT
Kentucky League of Cities
Kentucky Education Association
Kentucky Teachers’ Retirement System

Kentucky Retirement System




Thank you madam chairman for allowing the Kentucky State Fraternal
Order of Police to address the committee. We are not going to be as
enthusiastic as the League of Cities was at the last meeting. We strongly
oppose the L.G. E.R.S. that’s being considered before this committee. Three
(3) components make up the Kentucky Retirement System the only
component that is financially sound is C.E.R.S. A financially sound unit of
the Kentucky Retirement System should not be tampered with. The C.E.R.S.
system is funded at 85% of the recommended funding and has sound
management and investments. We feel that any attempt to split the system
into two separate parts only makes both parts weak. The Retirement System
testified last meeting that long term investments would have to be sold and
divided to accomplish this split. This is not a wise decision especially now
that the current economy is facing financial problems. This was only some
of the problems outlined by the Retirement System regarding breaking up
C.E.R.S into two separate systems.

We are also opposed to changing the make up of the current Retirement
Board. We feel that the current board works well and change would not be
the best for the entire system. We base this opinion on the fact that under
House Bill #1 passed in the recent special session the League of Cities and
KACO both agreed to take a (1) year payment holiday and pay a 29%
contribution rate to the Kentucky Retirement System even though the rate is
actually recommended to be much higher. The current employees that also
pay a portion of their salary into the Retirement System didn’t get to take a
payment holiday nor did they ask to be given this option.

We feel that this is irresponsible on the part of Cities and Counties and
certainly doesn’t need to be rewarded with a seat on the Kentucky
Retirement Board now or anytime in the future. We understand that their
rates are high and places a financial strain on the Cities and Counties paying
the rate. The rate is however, not higher than their obligation that is owed to
their current and retired employees. This obligation should come before any
special projects that the Cities or Counties might have. They do have the
option of raising taxes if necessary. The only option that current employees
have is just keep paying what’s required of them. Cities and Counties are
going to have a substantial saving from House Bill #1 on new employees
hired after September 1 of this year.

We also oppose the removal of the classified employees from the C.E.R.S.
system this seems to be an idea that has no good options. Fully funding the
Classified Employees would be a better idea. This way the C.E.R.S. would
remain strong and able to meet its obligations in the years to come.




CERS Reorganization

Crit Luallen, Chair
08-18-08

Madam Chair:

My name is Lee Jackson, President Kentucky Association
of State Employees (KASE).

I just have a very brief statement regarding the potential
transfer of classified school board employees and retirees
currently participating in the County Employees Retirement
System (CERS) to the Kentucky Teachers’ Retirement
System (KTRS).

As you are aware, this is a very complicated and
controversial issue. Because of the complexities associated
with this issue, it is our position that a comprehensive study
and actuarial analysis should conducted before a decision 18
made whether to move employees and retirees from CERS
to KTRS. We believe that all the facts should be on the
table and that after all the facts are on the table; there
should be in-depth discussion. Once the information has
been fully vetted, a prudent decision can be made.

Thank you and the sub-committee for the opportunity to
provide this input.




Lo_cal Government Emplovees Retirement System Board of Trustee (LGERS)

I want to thank you for the opportunity to address the subcommittee on the creations of the
LGERS board of trustees. I represent the entire fire service today with the authority to speak for
the following; Kentucky Fire Commission, Kentucky Firefighters Association, Kentucky Fire
Chiefs Association and the Kentucky Professional Fire Fighter. On behalf of the entire fire
service we do not support the creation of a LEGERS board because there are many unanswered
questions. With the recent special session and the resultant positive changes that are expected to
impact the CERS Hazardous Pension System we raise the following questions:

Many Unanswered Questions for LGERS':

* Will LGERS insure that Hazardous employers and employees unique actuarial requirements
for health care are managed adequately?

* Serious questions remain regarding the dollar for dollar application of these funds to the
hazardous employee’s actual health care.

* Currently local governments are required to fully fund the actuarially required contribution
(ARCQC). Will the creation of LGERS result in an employer dominated board that would adopt
assumptions that are unrealistic and underfunding the system in order to save money during tight
budget times?

* What would be the effect of dividing the plans assets if classified employees are moved to
another plan? We express huge concerns of this move and its effects on future assets.

* Will the make-up of the proposed LGERS system insure that adequate representation is
provided to the employee as well as the employer? The information I received from the League
of Cities of the proposed structure demonstrates the employer dominated board (copy attached).

*We believe the creation of this board could cause the following:
¢ Unnecessary administrative burden
s Unnecessary duplication of services
e Cost millions

Other Important Facts

* The current CERS “Hazardous” pension system is funded at nearly 85%, approaching the
national standard for a sufficiently funded system.

* The largest share of the employer’s contribution to the Hazardous system is intended to pre-
fund the retired employee’s health care.




Local Government Employvees Retirement System Board of Trustees

Current Structure , Proposed Structure

[KRS Exec. Dir. and Staff} ( KRS Exec. Dir. and Staff }
1

i

KRS Board [ KRS Board J

(o) [ ) ()| =

(includes schools)

Membership
3 — Trustees appointed by Governor from a list of nine from the Kentucky League of Cities
3 — Trustees appointed by Governor from a list of nine from the Kentucky Association of Counties
2 — Trustees selected by nonhazardous duty membership
+ 1 - Trustees selected by hazardous duty membership
9 — Total trustees, one elected as chairperson by Board

Powers

s Sue and be sued

o Conduct business and make bylaws
Contract for professional services
Purchase fiduciary liability insurance
Manage goods or property
Reimburse trustees for necessary expenses

Duties

« Promulgate administrative regulations

e Publish an annual financial report and audit

e Conduct an annual actuarial valuation
Invest and reinvest funds
Set annual employer contribution rates
Determine individual hazardous duty coverage eligibility
Establish distribution options for annuity savings accounts
o Determine benefits payable when disputed

[ S I

Administration
Over 30 matters are administered in the same manner as provided for the Kentucky Employees

Retirement Systems including but not limited to the following:
¢ Credit for prior service
o Cessation of membership
» Reinstatement
s Beneficiary designations
s  Purchase of service
¢ Death and disability benefits

All benefits included in the Senate committee substitute constitute an inviolable contract of the
Commonwealth except for those employees hired on or after July 1, 2008. The substitute does not affect
contribution rates or benefits for current employees. A minimum 1.5 percent COLA is guaranteed for
members who retire between July 1, 2009, and July 1, 2018.

As proposed in HB 600 SCS1 March 18, 2008

Kimvnacky Langim of Kkes
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Good morning. My name is Dr. Leon Mooneyhan and I am the chief executive officer of the
Ohio Valley Educational Cooperative, located in Shelbyville. I’m here on behalf of the 3KT
organization, a partnership of the Kentucky Association of School Administrators, Kentucky
Association of School Superintendents and Kentucky School Boards Association. [’'m pleased to
introduce to the committee my colleagues: Bill Scott, Executive Director, Kentucky School
Boards Association; Wayne Young, Executive Director, Kentucky Association of School
Administrators; and Dr. Blake Haselton, Executive Director, Kentucky Association of School
Superintendents.

The members of 3KT want to thank Gov. Steve Beshear, the leadership of the General Assembly
and the members of this task force for a variety of reasons. We appreciate the achievements to
address public employee pension reform in the short-term during the special legislative session
earlier this summer. On June 3, our partnership was among the very first to endorse that special
session because we do understand the crisis we face in Kentucky.

We appreciate the commitment which you members of this task force have made by accepting
months of study and deliberation to develop recommendations for long-term solutions. We
know that you face complex questions and limited options, and pledge to be a resource to you in
that work.

Your work is not merely one of significance to the thousands of men and women working in
Kentucky’s schools and universities, city, county and state government agencies. The changes
that will culminate from your efforts will affect every taxpayer, every public service user, and
most importantly in our view, every child in every public school in Kentucky for years to come.

As organizations of local school leaders, budget managers and personnel administrators, we have
focused our attention on matters relating to the retirement programs of our invaluable classified
employees. These are the nearly 50,000 people who transport our children to and from school,
who provide the nutritional meals to sustain them through the day, who ensure that the
classrooms, playgrounds and gymnasiums are clean and safe, and who assist our teachers in all
phases of instruction. All too often, when citizens think of schools and learning, they give their
attention strictly to our wonderful teachers. But without the work of these professionals in our
classified ranks, the teaching and learning experience during our school day could not be
successful.

(more)

Leon Mooneyhan, Facilitator 502-647-3533, ext. 251 Imooneyhan@ovec.org




Briefly, I would like to address three points which the members of our collective organizations
believe to be vital for your consideration.

We encourage the task force to set among its goals:

1. To ensure protection of the hard earned retirement benefits for our schools’ classified
employees;

2. To confirm the fiscal solvency of the retirement pools as a result of any changes that you
propose; and

3. To avoid any negative consequences for Kentucky’s already financially-strapped public
school systems which are responsible for making the employer contribution. This
represents an important difference from the situation regarding the retirement
contributions made by the state on behalf of teachers and state employees.

Critical to each of these issues is the completion of the actuarial study of the Kentucky
Retirement System which is underway. Our organizations believe it is essential that this study
provides answers to several key questions:

1. What are the total assets contributed by school districts and school classified workers to
the County Employees Retirement System (CERS)?

2. What are the benefits for these school workers to remain in the CERS pool, and
conversely, what would be the ramifications of any shift of these employees to a different
retirement system or structure?

3. What is the projected fiscal impact to school districts of any ultimately-recommended
changes in the state’s public employee retirement systems?

4. What must be done to end the practice of diverting resources from the Kentucky
Teachers’ Retirement System’s (KTRS) pension fund to the KTRS medical insurance
fund, while ensuring that retired teachers continue to have access to quality health
insurance? We understand that topic initially may not have been stated as part of your
purview, but we believe it is an essential issue that cannot be overlooked.

I cannot overemphasize the fundamental necessity to your work that these four questions are
answered with as much certainty as is possible. When this actuarial study is completed, we
would welcome the opportunity to respond to those findings as you proceed toward your final
recommendations.

Kentucky’s public school leaders are grappling with challenges in concert with our counterparts
who lead our cities, our counties and our state. We are being forced to divert needed resources
from the classroom to fund these employee benefits. Many of our districts this new school year
have reduced teachers and/or support staff as a direct consequence of the budget balancing
realities.

The Kentucky School Boards Association is in the process of gathering district personnel data
for the new school year. Of the 125 districts responding to the survey to date, 80 report having
had to reduce staff by more than 883 positions. That represents a loss of more than 10 positions
on average for each of the districts we have heard from so far.

For example, Perry County Superintendent John Paul Amis reports having to release 45 teacher
aids who were working with struggling students in each of his district’s 13 schools. This means
less individual attention for all students in those classrooms.

(more)




In Somerset Independent, Superintendent Teresa Wallace told of the loss of 23 staff, including
16 elementary teachers. This will mean a significant increase in the teacher/student radio, raising
the average class size from 20 to 22 up to 25 to 27.

In each case, the situation is compounded by reduced funding in such vital areas as student
tutoring, professional development for teachers, alternative classroom programs, and school
resource officers.

At the same time, Kentucky districts are delaying necessary facility, technology, transportation
and other infrastructure improvements that we know to impact a quality learning atmosphere.
While state funding for school transportation has been flat lined, we share the pain of every
Kentucky family with the rising cost of bus fuel needed to bring our children to and from school
and transport them to valuable learning opportunities through field trips and extracurricular
activities.

In closing, we believe that, at a time when Kentucky’s economic situation has forced the
governor and the legislature to provide less school funding than we all know is necessary, our
state cannot take any step that further erodes the financial resources devoted to classroom
learning. Our teachers are challenged to provide world class instruction. Our students are being
pressed to demonstrate higher levels of thinking. Our school and district leaders are expected to
make both of those targets achievable, despite insufficient resources. Just as we cannot allow
our public employee pension funds to continue on the path to insolvency, neither can we support
any actions which threaten to reverse our commitment to a brighter future for our state through a
better educated population.

Again, our organizations want to thank the members of this task force for the vital service that
you are performing. We pledge to remain an active resource to you over the coming months.

HH#



July 22 working group on CERS
Talking points

Introductory Remarks:

Kentucky League of Cities is a membership organization of 381 cities in
Kentucky. Approximately 220 cities in Kentucky participate in the County
Employee Retirement System.

KLC and it’s members have been calling for significant reform to the County
Employee’s retirement system for the last several years because of the escalating
and unaffordable employer contribution rates cities must pay. .

City officials recognize that our employees, both uniformed and non-uniformed,
serve as the backbone to the services that our cities provide. Because of the
unaffordable contribution rates, many cities have been forced to eliminate public
safety positions, cut financial support to social service groups or tap rainy day
funds in the face of skyrocketing pension and retiree health insurance costs.

The Bottom line for Kentucky’s cities is that we are in search of changes that will
make employer contribution rates more affordable in the short term or we will
continue to see cities making these difficult decisions and sacrifices that can have
a negative impact on the quality of life of our citizens.

While the reforms passed during the special session are an excellent start, we will
remain diligent in our pursuit of a system that cities can afford now. We see the
dialogue on this subcommittee as an important avenue to that end.

Special Session Impact

[ ]

HB 1 brought cities some important relief for cities and counties through:

o Raising retirement ages and service requirements for future hires;

o Lowering the annual pension cost of living adjustment to 1.5 percent; and

o Requiring new employees to contribute 1 percent of their salary to the
retirement health insurance fund

o And, the immediate impact of témporarily reducing the employer
contribution rate for the next fiscal year. These changes are projected to
save CERS agencies over $50 million this fiscal year.

These changes go a long way to addressing cities’ retirement woes, but our cities

recognize that once the one year rate reduction established by HB 1 ends, cities



will likely once again see rapidly rising employer contribution rates established
by the KRS unless more is done in the 2009 session to provide additional
retirement cost reductions. Our cities are confident that this workgroup process
can lead to recommendations that could create needed efficiencies in the

retirement system.

Issues for the working group

o Since HB 1 addressed many of the long term changes that were needed, Our top
priority in participating in the subcommittee and in the next session is to obtain
lasting reductions in employer contribution rates that can immediately impact city
budgets. '

o Govemance: In the last regular session, our cities were attracted to the
proposal to create a separate LGERS board to manage the retirement
system for city and county employees. .In the view of our cities, this
option would have created a board more responsive to the unique needs of
city and county employers and would have permitted those most impacted
to have more of a role in the decision making process. The evaluation of
CERS currently being performed by the actuaries should shed additional
light on the feasibility of this option. Regardless of the outcome, our cities
desire additional representation on any retirement board tasked with
making these far-reaching decisions. Another option may be to increase
the number of CERS representatives on the KRS board of trustees and to
require that those representatives have significant local government
experience. Cities see the governance issue closely tied to the “money
issue” and think that additional representation in the decision-making
could have some impact on employer contribution rates.

o Our cities believe the Kentucky Retirement Systems should use a less
aggressive approach to pushing CERS toward full funding: Unlike the
state, CERS employers have paid their retirement bills and should be
allowed a 10 year phase-in to full funding. “Full funding” should be
defined as 85% of full funding, a level many retirement actuaries deem
adequate Defining a standard in statute could be a solution that gives
trustees responsible for the administration of the retirement system
comfort that less aggressive approaches will not violate fiduciary
obligations. Clearly, addressing this issue could have an immediate
impact on the employer contribution rates.

o It’s no secret that the health insurance coverage provided to retirees is the
‘main cost-driver for local governments with employees in CERS.
Fortimately, HB 1 provided that all employees hired after Sept. 1
contribute 1 percent of their salary toward their retirement insurance costs.




Conclusion

That is a welcome change for CERS employers because they have been
paying the full cost of retirement health insurance , however additional
efficiencies will be needed to reduce the burden of spiraling medical costs.
KLC looks forward to participating on the health care subcommittee that
1s tasked with examining this issue and is optimistic that ideas will surface
that have the potential of having an instant impact on city budgets.

The new HB 1 restrictions on “double-dipping” , especially for hazardous
duty employees, requires retirees who return to a hazardous duty position
to pay for the health insurance portion of the benefit twice. Some of our
small cities have raised concerns that this new requirement will make it
more difficult to hire retired police officers for important public safety
positions in their communities. We are anxious to discuss solutions for
this barrier in the working group.

Since questions have been raised about structural subsidies benefiting one
or more of the groups in CERS we look forward to the results of the
valuation study being conducted by the KRS actuary. This is the most
thorough evaluation to date of CERS assets, liabilities and possible
subsidies that benefit certain participants. We are hopeful that the
actuarial recommendations will allow us to move forward in a manner that
is fair to all agencies in CERS. Again, we think that there is a possibility
that changes in this area could produce much needed short-term relief for
local governments

Thank the Governor for the opportunity to participate in the working group.
Thank legislators for the solid first step of the special session.

Recognize Auditor Luellen and Joe Meyer as chair and vice chair.

KLC is committed to working with all of those that will be impacted by potential

changes, and we realize that these are tough issues — but we do not think that
cities can be complacent and continue to absorb drastic employer contribution
rates in the near future and still be able to maintain or enhance the quality of life
in our communities expected by our citizens.




KENTUCKY PUBLIC EMPLOYEES WORKING GROUP
CERS/LGERS Subcommittee
Testimony by the Kentucky Education Association

July 22, 2008
Good morning Chairman LuAllen and members of the study group. My name is Tom Denton, KEA
Vice President. I’'m speaking today on behalf of KEA President Sharron Oxendine, who is attending the
NCSL Conference today. With me is Helen Cottongim, bus driver from Boone County who represents
classified school employee members on the KEA Board of Directors. KEA appreciates the opportunity
to offer our initial comments regarding these proposals as background to the study group.

Of KEA’s approximately 40,000 members, almost 5,000 members are active and retired classified.
school employees. While we represent only about 10% of such employees, we are the only organization
with a substantial number of classified members statewide. We are honored to speak for these hard-
working school secretaries, bus drivefs, custodians, and classroom aides, who are covered by the County

Employee Retirement System.

KEA applauds Governor Beshear’s inclusion, in his Executive Order, of a study committee to review
proposals to change the current makeup of the County Employees Retirement System. The various
proposals we have heard discussed include transferring classified school employeés and retirees out of
CERS to another retirement system, moving non-school members of the CERS into a néwly created

Local Government Employee Retirement System, or some combination.

All of these proposals appear complex and far reaching in their impact, not only on classified school
employees, whom KEA represents, but all the current members of the CERS,‘ as well as the retirement
systems themselves. They raise importaﬁt questions about how assets would be fairly divided and how
such a massive movement of péople and assets from one retirement system to another v&ould be

accomplished. They also raise the question of why such a change should be made.

_ For these reasons, KEA-has not advocated moving classified school employees from CERS. Rather, we
have strongly and consistently stated our belief that a thorough study is needed of these various
proposals and their impacts before any action is taken.

We strongly support an actuarial study to examine the assumptions which underlie these proposals. That
- should help all the parties understand, for example, whether or not (or to what degree) one group may be
subsidizing another. City and county employers appear to believe that they are subsidizing retiree health

1



insurance costs for classified school employees. KEA believes that the state and members of the state
health insurance group subsidize city and county employers because their active employees are not part
of the state group until they retiree as “unescorted retirees.” An actuarial study should examine and

clarify these and other complex issues.
i

The issues under study will not only impact classified school employees; they also raise important
policy issues that will impact all Kentuckians. Kentucky faces a critical shortage of bus drivers and is
beginning to see a similar shortage in skilled trades and custodial workers. Resolving the issues under
study in a way that maintains a well funded and secure pension benefit is critical to the recruitment and

retention of qualified people to fill these crucial education positions.

Finally, I"d like to remind the committee that these decisions affect very real, hard-working
Kentuckians. They are not just numbers on a page. They are your son’s bus driver, the retired secretary
who comforted your daughter when she went to the office with an upset stomach, the classroom aide
who is helping your niece learn to read and the classroom aide who is hel;iing your niece learn to read,
and the lunchroom worker who makes sure your child has a hérdy breakfast and nutritious lunch so that'
they will be ready to learn. These hard working people are critical to public education and the services

they provide are essential to student learning,

Yet, when these critically import people retire they draw exceptionally small pensions; most get well
below $10,000 annually. Even with Social Security, many live below the poverty level throughout their
‘old age. They are understandably very concerned about how changes to their retirement system will -

impact them.

KEA looks forward to engaging on these important issues. We stand ready to bring forward additional

testimony in the future as this process unfolds and more detailed information becomes available.

Thank you.




~ 800¢ ‘31 Jsnsny

. i F S0 _,,\QSm%w% 241X
dnoip Supyioy — ydo wqwy 74wp
UOISUIJ I1qNJ OONIUIY = ,




SY.LY 01 pasroJsuexy Ji $s9001d ssnosi(q »

uonewoyul SYFD deoay -

VANAOV




SH) oA u&?»mﬁ
| apisung YA

b
[
|

X




. uondunsip
pue 3aAojdwa pieoq

1J2U9g/53.139Y

I 9A130RU|

SI9qWI




3IINI3S JO (S







enjoe |Ind .




[

52




el

Sjew eyl .













uol _:_n_ L3U0o




as

panjea
} USAID




m_E_mN ;umc_ josmesrs —







en o__,mm._mf UM
0J)J9. .,>_mc3xw —

suoieu




,mﬁxe
, mou%c_%:m— pieog _oc__om

@oa_mmwﬁv w_:.:&mnﬁ ,-L
mc Eooaw< mmsom-ﬁ




- L mmrﬁM .:%::
= ES@? 35:38 e dammbau [im
250?5 Emsan w:!&.:@ oy ,H .

- MIIAIIAQ




sjeaoxddy YT o
, - surge)rs .
| mﬁﬁm%m .525::.0 o

spoaN Anpoed -

- sypuowr vu..ﬁ %—8@5—%3@@4

JQJSue.L], JO SuruILJ,




SIJoudg JuowiaaY S1oYIV3 | SUlAIISIAd Y SUIIJ0LJ

008805
L891°819°00

SRR LAY LD

18414 oG

AU JO JeIS AT
WOISAS JUSWAINIY SIdY]




SY3 4019211 SAINIEX
- dpisuing AN










it | uonaunsip
,.mﬂg.mu_?v:m,mm>o_o_Ew_o._mon_

~ |ooyds aadeul

poISAN-UON

 paIsap













)T Ul uo|Iwi TZS -
ysnoJy3 syoday




Ir

eo










eiSowaq SYID




e uo Aja|os paseg —




JaAdu sem |iig —
1 s9ahojdwss p.eoq
, punj |eJauas
Inbas T

euonippe
pu mmm_p_u =

3§ Je|n8ay £00¢




13109
, v .mcs_. *







uolssas |e1rads L










Dl1eziuesioay SY30




suolssaid




pisgns Aue jo










sJJ

S1 9210Yd JUBIDIY3

Aj21e4Bd3S pan|en










 suonnguiuod
~ Aynoyna

SUOIEJIPISUO) [euonelad










/, moﬁ.wﬁg.auaom .

mﬁsmom \m@Bm b:mn_sm

Qsoﬁu wmuﬁo >>
SYAD QSEQ




 (onensrumpe) sosuadxg
o _Smm syjoueq
. oEooE JUSUW)SAAUT
| - - mm osbn: bﬁo O

A+8-1+0

qosm:wm
wn:uc:  JuSWRISY dIsey




,f,. m m H E.E,quoqu
oﬁoE HmoU Hm:maox\ Ll
. ,, m:o:h&smma\ mﬁmBo< EB rh tomm .

uo m@somov U

| ooamcomxm l
msoaSo.E ue[d m

uo m@momo@ m .
m+m ~+U

sosmswm wsﬁc: mE@EoEom o.mmmm




o E% v .ﬁo ﬁéms: :58 m:E 0.5982 - |
- mw@mmm Emm SISIX b:mn_sm [BLIOJRWU © b l

- AuegiApisqns oy oImsvO W

. : | A\choo\\nzo
. @SN pieog ﬁoonomv dnois yoes 10§
o mqoswig doueINSUl puL uorsuad LSS (IREN l

m:ozmﬁsmmm %Cmaom SQP& QUITUI( W

ApmS uoneziuesiody SYAD




orwouoog m

. sadA] uondwnssy [eLeNOY




o EoSo,EB 19yye ﬁon n
S EoEoEoM n
%EE@EQ "

95% Iy M meaq .
[EMEBIDUHA =

[BIUSWIIO(]




u ;4,_ ,n<qu-,

- Sasearoul \Qﬁwm B

L _,.ﬂomm@ Hom 588 [eoy "

:o;@r:: 'l

n | O@EOGOOM




[4IN41)

LS9°91

799°¢€$

8

vLT9¢E

0LE'1E

T6S°LIS

08

Joqumpn

SaAlOBUY
NJousy fenuuy ageioay
RETIING

5334113y

Arejes jenuuy a8eIoAy

301A10G 98vIoAY
98y aferoay

RqunN

SIADIY




momonwsm sosg_@w .8%
D S8 9IoM. m:os%bsmmm Tyo
| v mmso.ﬁw i on Hom mopﬁ E:mtoE pue
_EoSo.EE mo:wE,. 19) oﬁ ur opew mow:mao m

aoﬁﬁ _.wo\m \m E ﬁotomg mﬁsmom m
= Tl mcoamo&::
, uom Eo ; QH 88553 8 sdnoi3 o\E |
oﬁ QS :ocmwnmo AUL oo:mioaxo@opo:@:oo N

suonduwnssy [eLremoy




- \mgmn_sm %SN u.o
uc 686 vﬁw Esoam oﬁ DESHB% 0] sojer
,do :n_:Eoo Hmoo ?E.Sﬁ .E%Emﬁo PSQEOU n

ao:mw [1S9AUI 99UdLIdXD 9} Ul padojorap
omoﬁ pue suonduwnsse JUsLIND (30q 35 nm

- sdnoi3 omy oy 10J A[oreredas areo
E_moa pue ﬁoﬂmcgm 10q 0] @o&mEg msm n

msosﬁ:w A TRLIENOY




_JW.,M__,,____,V ,M,,m.__,_..,,.W._.,.,.w_...,,_.,._xuoocmsm...ﬁ%oEEo E@Eu&
V@ Eomm@ wSSwES oﬁ Eam l
o w 001 7€ SUOINQIIUOD OqUISW
. o>:bm ﬁB@ESSoom @Sw B:Bm: daIm301 Ho>oU l_,___
_.,,ﬂ__ __, e .Em mosmE:mmm ﬁo:mw smoZ: o
L oogmﬁo&ﬁ o) \5 painseows se mmsouw
R o\E oﬁ jo b:ﬁm: @oaoom Ezmﬁom oﬁ ek D l,
) .mQ:on oM} oﬁ comwﬁo@ E% 9q 0} pasU sjosse
- JuaLnd @5 ‘$1STXD %ﬁm@sm [eLI)ew B wSEsmm< -]

Eam Bmm<




5 - ‘SJOSSE JO SN[EA [ELIENJOR UO PISE] 4y
SouRINSUL JOJ 961" pue uoisuad JoJ 9465" JO sesuadxa sopnjour 4

anjep

080°€TT595% 10L°618815S L6y 8L 19SS v8TH6T TTSS 18L°T¥0°v80°L S JONIEI TE SIOSSY

%68 %01°S1 %90°6 %61°L1 %SLTL S22 R LA R

Y **EV'9 ey TvN

. . . »31eY
%b8't %CL'9 %ct9 150)) JeuLION
soueInSuy

anjep

SYT'806°969°€$ 900°L20°911°C$ TISIP'00L S 6€1°0TSTIN'TS 152°5€6°T18°SS IR 1T SIOSSY

%91y %Lt %EL'9 %569 %9L'L ey g0

08’1 L'l €e'e vTe *»x£0°€ [y TV

g |

%9¢'C %¢E6'1 %0Vt %ILY %Ly 1507 [euoN

uoIsua g

SINSIY HoOuBNIBA

w=°_~a—=~=mm< MIN mﬁamuﬂezmwdw juaan)) L00Z acm sung

suorne[noe)) ApIsqns Jo sinsay




(811°T0¢°sH)$ 811°70€°sv$
Apisqng jo [3A]

991°L5L'S91$ 15T°055°80C$ 69€758°€STS 6ST°8T8TLIS 0€S°€LTTLTS TIVILO'ILIS

856°TIZ0IIS SY1°299°611$ SLIOLLE9IS T50°9¢0°6€1$ SI1°08C'8S1$ 985 ILI'VLIS

dueinsuy

80T vv6'vS$ 901°888°88$ ¥69°180°06% 90T°T6L CES SIY'E66'€9% 978°66L°79%

uoIsud g

suoypdumnssy suoyydunssy
suonpdunssy maN yuaLm> pauiquio)) suondunssy maN yuoLm) pauiquo)

600C > m — m:oﬁ:%b:oo 1oKordwyg uo joedunf




., mowﬁ noEEEEoo
,ﬂwmymuo%oﬁmam___vuiﬁ.ﬁgow EE%%%@E ﬁ:&
pIeog ﬁoonom oﬁ Hom mﬁosﬁzg
Bﬁmmom oss:_soo 0} 9q p[nom 88& oﬁ

Hom sosmo oEmS Eno o) .Eommm pnomj m

@8.580 Sey E% oy 19 Te \m_owﬁw%mm_
maso.Hw 0M] 91} JO m:osoo.ao(& JeoA ()7 UMy m

1oedw] wie)-guo




€LY WS LU £8°01 820C
yovi s¢°¢ 60°6 0¢'8 $yT0C
26'Cl £8°¢ 60°L 8¢9 070¢
9611 LE9 65°S orel 96’V 910¢
L vTL oSy [4in4| S6't r4lire

%S55°Cl %6¢°8 %91°Y %01°S1 L9'¢ 600C

o€ dung 3uipuy
1BIX [BOSIY

i

xJdueansuy uoIsud g sddueansuy uoIsudy

S1[NSaY uo1d2[01g




0 O st ooﬂoso EQo:mum._
,Bﬁs bBﬁm@om on@S

 wasks %%E

| “m,ﬁo@EoE,
pieog ﬁoosom 10J SWOY MU [enuod =

Eo&moﬁm 10] mcoSmO




538 Esoﬁ |
~ squow unod A [[e pue ‘woy) s
”_u,,_,,____,._wo>oE Eso:m oo:zom mmwo ik Egm\mm mou
® 0] wgoﬁ ore E@@Eoﬁ pieog _oosom I l

e muo@E@E 2ATIOR bssou\\mﬁo

. _USN Emom [00Y0S 31} JO SIIAIIS SYAD |
| _uotom& 05 co wommn_ o@ ‘:Sr npds wommx\ -

osmm:%go OIAIDS




| Esoam maso.ﬁw

mMmQ ur SI0A0

puE pIeog [00YoS

8% o\:ﬁoﬁo
W 9y JO uopenEA B UO
n_ ::5 Emm Emmf‘maoax l.

~ 'SYAD ul urewdr
109 @8@?%2 sipdseyym

b[durg pIeog [00YoS-UON
U99M19( SISIXD APISQNS V m

Arewruung |




Appendix 11T

Actuarial Analysis of Potential CERS Split

Cavanaugh Macdonald Consultants




Cavanaugh acdonald

CONSULTING, LLC

The experience and dedication you deserve

October 9, 2008

Mr. William A. Thielen
Chief Operations Officer
Kentucky Retirement Systems
Perimeter Park West

1260 Louisville Road
Frankfort, KY 40601

Subject: Actuarial Analysis of Potential CERS Split ~- FY 2008 Subsidy

Dear Bill:

As requested, we have analyzed the impact on CERS if the membership were split between School Board
employees (SB) and all other employees (NSB). The results of our analysis, which includes a comparison
of employer normal cost contribution rates and a twenty year projection of results, are presented below.

Porential CERS Split

We were requested to perform a study to determine if any subsidy-existed between the SB and NSB
employers covered under CERS. The impression was that there is some subsidy due mainly to the
difference in demographics, particularly salaries between the two groups. The table that follows shows

some of the pertinent information.

The direction and size of any subsidy was to be determined by comparing the normal and total
contribution rates for the two groups separately. If a material subsidy did exist, assets were to be split
between the two groups and 20 year projections performed to analyze the impact of splitting the groups
for future contribution rate calculations.
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CERS Member Demographics

School Board Members Non-School Board Members

Actives

Number 48,646 36,274
Average Age 47.1 44.2
Average Service 8.0 8.2
Average Annual Salary $17,592 $33,662

' Retirees
Number 18,907 16,657
Average Annual Benefit $6,531 314,052

Inactives
Number 31,370 22,531

Parameters and Assumptions

The first step in the study was to review the actual experience of the two groups so as to establish
assumptions for use in the study that reflected the anticipated behavior of the SB and NSB members.
That step in the study was completed earlier and reported to you in our letter of September 4, 2008.
Results were then developed using both the current actuarial assumptions used for valuation purposes and

the new set of assumptions.

The cost analyses were performed using the June 30, 2007 valuation results as a base, and comparing the
employer normal and total cost contribution rates for each of the groups based on the current benefit
structure for both pensions and health care. The market value of assets as of June 30, 2007 was split
between SB and NSB by covering 100% of the retiree liability and active member aceumulated
contributions and then splitting any remaining assets by the ratio of the employer-financed active member
accrued liability of the two groups. For health care, the existing assets were not sufficient to fully finance
the retiree liability and so were split based on that liability alone.

In order to demonstrate the impact of the split on employers, twenty-year projections were done for both
the pension and insurance funds. The projections were performed using the June 30, 2007 valuation
results as a base, and projecting active and retired SB and NSB memberships for each of the funds over
the twenty year period assuming the active population remained constant in number. We then performed
valuations of the populations annually to develop the contribution rates. In developing the projection
results, the impact of the benefit changes made by HB | were fully reflected for new hires.
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Results

The table below shows, for each of the funds, the employer contﬁbutién rates assuming for the unfunded
accrued liability (UAL) portion of the rates that assets were split as described above. The resulting asset
values are also shown. For comparison purposes, the actual June 30, 2007 valuation results are also
shown. It must be noted that the actual valuation results are based on the smoothed actuarial value
of assets which were lower than the market value on June 30, 2007.

As can be seen, there is a small subsidy under the pension fund in favor of the SB employers on the new
assumptions, and a material subsidy under the insurance fund in favor of the NSB employers under both
assumption sets. This result is not unexpected. The pension benefits are directly related to salary, and the
different demographics and experience of the groups would suggest that the employer rates would be
relatively equal as a percent of pay, but slightly lower for SB employers. Similarly, given the fact that the
health care benefit levels are approximately the same for all members, it would be expected that the SB
employers would exhibit a higher contribution rate than NSB employers to finance this benefit as a
percent of pay given the much lower average pay of SB members.
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Results as of June 30, 2007

Non-School Non-School
School Board Board School Beard Board
June 30,2007
Hem Valuation Results Current Assumptions Now Assumptions
Pension
gg{em*a' Cost 4.53% 4.71% 4.40% 1.93% 2.36%
UAL Rate 3.23%* 2.24 233 ‘ 1.74 1.80
Total Rate 7.76% 6.95% 6.73% 3.67% 4.16%
Qzﬁf atMarket g5 812935251 $2,112,520,139  $3,700,415,112 $2,116,027,006 $3,696,908,245
Insurance
rg;;ial Cost 6.32% 8.82% 4.56% 6.72% 3.84%
UAL Rate 6.43% 8.37 4.50 8.38 4.55
Total Rate 12.75% 17.19% 9.06% 15.10% 8.39%
éiﬁs atMarket ¢ 084 042,781 $522,204284  $561,748,497 $518,819,701  $565,223,080

* includes expenses of .59% for pension and .15% for insurance.
** pased on actuarial value of assets.

The next table compares the contribution amounts based on the two assumption sets, actual FY 2008
payrolls and market value of assets. Also shown are the “Combined” contributions which are the total
contributions for both groups under current assumptions allocated based on payroll alone. Comparing the
“Combined” figures with the “Current Assumptions” figures provides a measure of the dollar subsidy in
FY 2008, which is shown at the bottom of the table as $43,775,319. Comparing “Current Assumptions”
figures to “New Assumptions” figures provides an indication of the direction the actual contributions will
move if the split is legislated. The reduction in these latter numbers is different for the two groups
because of the impact of the different assumptions used for each.




Mr. William A. Thielen
October 9, 2008
Page 5

FY 2008 Employer Contributions -

Non-School

School Board : Board
Combined Currcx-l t, ) }\'ew. Combined Cm'rm'l ¢ . Ncw-
Assumptions Assumpiions Assumptions Assumptions
Pension
$60,909,980 $62,063,342 $32,773,017 $86,598,070 $85,444,708 $52,815,748
Insurance
$110,884,352 $153,506,309 $134,842,657 $157,648,563 $115,026,605 $106,520,223
Total
$171,794,332 $215,569,651 $167,615,673 $244,246,632 $,200,471,313 $159,335,971
Level of Subsidy

$43,775,319 $(43,775,319)

Since the subsidy level as a percentage of payroll is not very different between current and new
assumptions, the projection results below are shown using the new assumptions. A similar pattern would

result using the current assumption set.
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CERS Split Employer Contribution Rates
School Board , Non-School Board

Fiscal Year
! Ending June  Pension Insurance® Total Pension Insurance®

2009 3.67% 15.10% ' 18.77% 4.16% - 839% 12.55%
2010 3.6 14.40 18.01 413 7.92 12.05
2011 3.77 14.20 17.97 429 7.56 11.85
2012 3.95 14.02 17.97 4.50 7.24 11.74
2013 4.17 13.84 18.01 4.73 6.97 11.70
2014 441 13.61 18.02 5.00 6.74 11.74
2015 4.67 13.34 18.01 528 6.54 11.82
2016 4.96 13.10 18.06 5.59 6.37 11.96
2017 5.27 12.90 18.17 5.92 6.21 12.13
2018 5.60 12.74 18.34 6.29 6.06 12.35
2019 5.98 12.63 18.61 6.68 5.93 12,61
2020 6.38 12.55 18.93 7.09 5.83 12.92
2021 6.81 12.51 19.32 7.54 5.74 13.28
2022 7.27 12.49 19.76 8.02 5.66 13.68
2023 7.77 12.50 20.27 8.54 5.60 14.14
2024 8.30 12.52 20.82 9.09 5.55 14.64
2025 8.88 12.56 21.44 9.68 5.51 15.19
2026 9.49 12.62 22.11 10.32 5.48 15.80
2027 10.13 12.70 22.83 11.01 547 16.48
2028 10.83 12.78 23.61 1177 5.46 17.23

* Takes into account the 1% employee contribution under HB | for new hires.

In total, the subsidy remains fairly constant over the 20 year period. The difference in employer
contribution rates (taking into account the 1% additional contribution to health care for new hires) is

approximately 6.25% of payroll. '
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Comments

The following comments must be kept in mind when reviewing the results presented in this letter:

e The asset split is based on data available as of June 30, 2007. A complete audit of active, inactive
and retired member service will be necessary if a split is legislated. That audit will likely take
many months. A final asset split can only be determined once that is complete, so an adjustment
in assets and therefore employer contributions will have to be made at some point in the future.

¢ The new assumption set used for purposes of determining the level of any subsidy resulted in
lower contribution rates than the current assumptions used for valuation purposes generate. 1t is
not recommended that any changes be made at this time in the valuation assumptions unless the
split actually occurs. If the split is not legislated the experience of CERS members will be
measured at the next regularly scheduled investigation and changes necessary will be
recommended to the Board of Trustees at that time.

e If a split is legislated, the actual asset allocation will be determined by valuations of the two
groups as of the effective date of the split. Given the likely changes in asset values and
demographics, the actual asset allocation is likely to be different than that shown above, which
will impact the level of subsidy. In particular, it is possible the market value of assets will be
below the actuarial value at the time of any split. If that is the case, the split could possibly result
in a short term increase in employer contributions for both groups. However, a material subsidy

is still likely to exist.

If you need any further information regarding this analysis, please do not hesitate to contact us. The
undersigned is 2 member of the American Academy of Actuaries and meets the Qualification Standards
of the American Academy of Actuaries to render the actuarial opinion contained herein.

Sincerely,

%7/7/@/ ( /O)mw{zu{« Y

Thomas J. naugh FSA, FCA, MXAA, EA
Chief Executive Officer

Copy to: R. Burnside
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REVISED ESTIMATE

Here are the revised numbers.

Mike Burnside

Executive Director

Kentucky Retirement Systems
502-696-8800

Fax 502-696-8801

Confidentiality Notice: This e-mail message, including any attachment, is for the sole use of the intended recipient(s) and may
contain confidential or privileged information. Any unauthorized review, use, disciosure or distribution is strictly prohibited. If you
are not the intended recipient, please contact the sender, by e-mail, and destroy all copies of the original message.

From: Tom Cavanaugh [mailto: TomC@cavmacconsulting.com]
Sent: Thursday, October 09, 2008 8:48 AM

To: Thielen, Bill (KRS)

Cc: Burnside, Mike (KRS); Todd Green

Subject: RE: CERS Non-Hazardous WAGES for 2007-2008

Bill - Using current assumptions and the payroll below, the subsidy is
$43,775,319. Using new assumptions and the payroll below, the
subsidy is $32,608,681.

Tom

From: Thielen, Bill (KRS) [mailto:bill.thielen@kyret.com]
Sent: Wednesday, October 08, 2008 9:13 AM

To: Tom Cavanaugh

Cc: Burnside, Mike (KRS)

Subject: FW: CERS Non-Hazardous WAGES for 2007-2008

Tom,
See below for the 2007-2008 CERS Non-Hazardous employer wages.

William A. Thielen
Chief Operations Officer
Kentucky Retirement Systems
Tel: (502) 696-8444

Fax: (502) 696-8801

bill.thielen@kyret.com




Confidentiality Notice: This e-mail message, including any attachment, is for the sole use of the intended
recipient(s) and may contain confidential or privileged information. Any unauthorized review, use,
disclosure or distribution is strictly prohibited. If you are not the intended recipient, please contact the
sender, by e-mail, and destroy all copies of the original message

From: Mangum, Karen (KRS)

Sent: Wednesday, October 08, 2008 8:52 AM

To: Thielen, Bill (KRS)

Cc: Gibbs, Pam (KRS)

Subject: CERS Non-Hazardous WAGES for 2007-2008

TOTAL CERS Non-Hazardous WAGES: 2,162,607,058.45
CERS SCHOOL BOARD WAGES: 892,997,726.97
CERS NON-SCHOOL BOARD WAGES: 1,269,609,331.48

- Let me know if you have any questions about the totals.

Thanks,
Karen Mangum

Information Technology
Kentucky Retirement Systems
karen.mangum@kyret.com
Phone: (502) 696-8617

or (800) 928-4646 ext. 8617

Confidentiality Notice: This e-mail message, including any attachment, is for the sole use of the
intended recipient(s) and may contain confidential or privileged information. Any unauthorized
review, use, disclosure or distribution is strictly prohibited. If you are not the intended recipient,
please contact the sender, by e-mail, and destroy all copies of the original message.
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Commonwealth of Kentucky

Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

EXECUTIVE SUMMARY

The Personnel Cabinet of the Commonwealth of Kentucky has requested that
PricewaterhouseCoopers (PwC) actuarially analyze the financial impact of the non-Medicare
eligible retirees associated with agencies that do not have active employees ("unescorted
retirees") participating in the Kentucky Employees Health Plan (KEHP) compared to specified
active employee groups and non-Medicare eligible retirees associated with agencies that do have
active employees participating in the KEHP program ("escorted retirees"). This report presents
the results of this study. Where applicable this report compares results for the FY2008 period
against the CY2006 and CY2007 periods.

This analysis evaluates the average cost difference between the unescorted retirees versus the
specified actives, and the unescorted retirees versus the escorted retirees.

Key observations:

There are currently at least two definitions being used to describe unescorted retirees.
The KTRS definition is a more complex definition of the unescorted retirees. This study
has maintained the technical definition of unescorted retirees as provided in the prior
report, dated May 2, 2006: Those covered retirees that come from an agency that does
not cover its active employees in the state program. It should be noted that the
application of the technical definition to the available claims and enrollment data is
complicated.

The available enrollment and claims data do permit the separation of escorted and
unescorted retiree groups from one another per a practical version of the above technical
definition (discussed later in this report).

On a per member per month basis, unescorted retirees cost approximately 64% more than
the active members included in this analysis, and approximately 46% more than the
blended costs of active members plus escorted retirees. These results are slightly less
than those reported in 2006.

Based on incurred claims data for the period July 2007 through June 2008, as compiled
through the Thomson Reuters data warehouse, the total subsidized amount for unescorted
retirees (for fiscal year 2008) was estimated to be approximately $37 million, or
approximately $173 per unescorted retiree member per month.

PRICEAATERHOUSE(COPERS
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Commonwealth of Kentucky
Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

BACKGROUND

The Commonwealth of Kentucky, through its KEHP program, provides health care benefits to
participating state and local government entities' non-Medicare eligible retirees and their
dependents. Some of these government entities do not include their active employees in the
KEHP plans (including many cities, counties, school boards, state universities, and local
agencies), and instead independently provide coverage for these active employees. These same
entities provide coverage for their non-Medicare-eligible retirees and their dependents through
the KEHP program. This group of covered retirees is referred to as "unescorted retirees".

Under the KEHP program, active and non-Medicare eligible retired employees in the same plan
option are assigned the same premium rate. This creates a situation in which, to some extent, the
actives are subsidizing the non-Medicare eligible retiree costs. Retired non-Medicare-eligible
employees’ health care costs, on average, are higher than those associated with active
employees. This cost difference can be significant. In the past the Personnel Cabinet has
recommended various strategies to address the reduction or elimination of the subsidy.

The Kentucky League of Cities (KLC) has identified those active employee agencies that have
the ability to reasonably pursue coverage other than through the KEHP program, and has
requested that these agencies be excluded from this study for purposes of developing the active
employee cost analysis. These agencies have been designated as "excluded" active agencies
based on the agency listing provided by the Kentucky Retirement System (KRS) to KLC.

This study estimates the degree to which active employees of non-excluded agencies are
subsidizing the covered unescorted retirees based on the available enrollment and claims data.

October 17, 2008
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Commonwealth of Kentucky

Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

DEFINITIONS

Key terms referenced in this report are.

Active Employees

Active Employees (Included)

Active Employees (Excluded)

Claims Completion

Contract

Credibility

Escorted Retirees

IBNR Claims

Member

Each covered individual currently employed by a
participating Agency of the Commonwealth of Kentucky.

Those active employees associated with Agencies not
identified by KLC per the "Active Employees (Excluded)"
definition below.

Those active employees currently covered under the KEHP
program who are associated with Agencies identified by
KLC as having the ability to reasonably pursue coverage
other than through the KEHP program.

Related to incurred but not reported (IBNR) claims, claims
completion represents the estimated percentage of claims
in a given month that have already been reported. For
example, a 95% completion factor means that the 95% of
all claims incurred in a given month are actuarially
estimated to have already been reported, with 5%
remaining to be reported.

Coverage provided to a household, inclusive of all covered
members in the household. "Per Contract Per Month" is
synonymous with "Per Employee Per Month".

In actuarial terms credibility refers to the extent to which it
is felt that there is sufficient critical mass in the claims data
so that valid conclusions can be drawn for projection and
estimating purposes.

Non-Medicare eligible retired employees (and their
dependents) from agencies that provide coverage for their
active employees through the KEHP program.

Also referred to as "incurred but not reported" claims.
IBNR claims represent an actuarial estimate of claims that
already have been incurred, but have not yet been
submitted for payment to the insurance company or third
party administrator. :

Each covered individual, whether he/she is an employee,
non-Medicare eligible retiree, or dependent.

PRICENATERHOUSE(QOPERS
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Commonwealth of Kentucky

Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

Per Employee Per Month Also referred to as "PEPM". This is a measure of total
monthly costs expressed on a per employee (or retiree)
basis. Related dependent claims are associated with the
named employee or retiree.

Per Member Per Month Also referred to as "PMPM". This is a measure of monthly
costs expressed on a per person basis; regardless of
whether the person is an employee, retiree, or dependent.

Unescorted Retirees Non-Medicare eligible retired employees (and their
dependents) from agencies that do not provide coverage for
their active employees through the KEHP program.

STUDY LIMITATIONS

Claims and Census Data Identification
This actuarial analysis of the financial impact of unescorted retirees on the KEHP program is
based on the evaluation of claims experience for three distinct groups:

e Active employees and their dependents

e Escorted retirees, and their dependents

» Unescorted retirees and their dependents

The development of average experienced-based claims costs depends on the ability to identify
the participating members in each of the above three groups.

Current and historic claims and eligibility data are provided by the Commonwealth's third party
claims data warehouse vendor, Thomson Reuters, via its MedStat database. This database
maintains historic claims and eligibility data on a rolling thirty-six month basis (illustration 1):

e As of'the date of this report, the most recent month for which data are available is August
2008.

e Therefore, the earliest information in the database relates to claims and eligibility
experience from September 2005.

October 17, 2008
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Commonwealth of Kentucky

Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

Hlustration 1

Discarded Months Not Yet Available
September 2005 August 2008

Once September 2008 data 1s available in the database, the September 2005 data will be
"dropped off" of the available history, and the thirty-six months of rolling historic data will
commence with October 2005 data (illustration 2).

Hlustration 2

Discarded Months September 2005 September 2008 Not Yet Available
Discarded Added

Once the September 2008 data are added, any claims and eligibility data contained in the
September 2005 period would no longer be available. And, any information in that month on
the associated agency for an active employee who had since retired would also be lost.

The available rolling 36 months of claims data identifies individuals as either active or retired in
each month of the 36 month data period. If an individual retired prior to the 36 month time
frame, there is no identification of the agency from which the individual retired in the file.
Therefore, those retirees who are unescorted per the definition noted above ("Those covered
retirees that come from an agency that does not cover its active employees in the state
program.”), cannot be individually identified if they retired prior to the available 36 month
claims data time frame. The retiree claims and eligibility data do not include information in
which agency, or agencies, a retiree was associated as an active employee unless the retirement
occurred within the last thirty-six months, in which case it is possible to identify only the most
recent agency in which that retiree was associated as an active employee before retirement. If
the individual retired within the 36 month time frame they could be mapped back to their final
active agency by using a time-intensive, manual process. However, this person-by-person
identification process would not be able to identify as unescorted or escorted those individuals

October 17, 2008
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Commonwealth of Kentucky
Kentucky Employees Health Plan

Impact of Unescorted Retirees - An Actuarial Analysis

who retired more than thirty-six months ago, potentially overlooking large numbers of
unidentifiable unescorted retirees.)

Service History Information

The active employees of the regional universities, various school boards, and local government
agencies are eligible to participate in the KEHP program. Per the Personnel Cabinet, many local
government agencies have opted not to participate. The issue is that individual employees
within these agencies move from agency to agency as active employees. Thus, a retiree may
have some active service attributable to an agency that did provide coverage for its actives
through the KEHP program, and some active service attributable to an agency that did not
provide coverage to its active employees through the KEHP program. As noted above, the
service history of employees while active is not available. Therefore, given that active
employees may have worked for both escorted and unescorted retiree-related agencies through
the course of their careers, it is not possible with complete assurance to associate historic claims
experience with the underlying active employee groups even if the retirement occurred within
the last thirty-six months.

Definition of Unescorted Retirees

Further complicating the analysis is differing definitions of unescorted retirees. The definition
of unescorted retirees as provided in the prior PwC report dated May 2, 2006, is:

Those covered retirees that come from an agency that does not cover its active
employees in the state program.

The Teachers’ Retirement System of Kentucky (KTRS) has provided a more expansive
definition (per a memorandum dated September 28, 2005) of unescorted retirees:

Any pre-Medicare retiree who participates in the Kentucky Employees Health Plan
(KEHP), but did not participate in the KEHP during some or all of the time of their
employment.

Each of these definitions relate to the service history of individual retirees. As has been
described above, there is insufficient active employment service history information available
for individual retirees to apply either of the definitions above.

These different definitions raise a number of issues that complicate the quantification of the
costs associated with the unescorted retirees:

o What is the formal definition ofdn unescorted retiree? Confirmation of the definition is
necessary to identify all of the current unescorted retirees in the KEHP program.

October 17, 2008
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Commonwealth of Kentucky
Kentucky Employees Health Plan

Impact of Unescorted Retirees - An Actuarial Analysis

o s this definition concrete, or has it changed in the past? If the definition has changed over
time, it is necessary to identify historic changes in definition and the points in time at
which the definition changed. Without this historic trail of the definition, it may not be
possible to include anyone currently considered an unescorted retiree who was defined as
such under a prior definition. Given the significant difference in the two definitions above,
this issue could exclude a number of unescorted retirees currently covered but defined
under an older set of criteria.

In the event that the definition has changed historically, any unescorted retiree covered
under a definition more than thirty-six months old possibly could not be identified. To
properly define a retiree as an unescorted retiree, information on his/her entire working
lifetime would need to be considered.

o Could the definition change in the future? 1If so there will be an ongoing need, similar to
that noted above, to maintain (1) the unescorted retiree definition, and (2) the employee
work history.

o How should a “partial” unescorted retiree be treated? As noted in the KTRS
memorandum, University retirees who could have previously been school district
employees would create a partial unescorted retiree status (not an unusual situation, per
KTRS). The broader issue is certainly any retiree who switched agencies where one
agency did participate in the KEHP plan and one did not creates a “partial” unescorted
retiree. Complicated actuarial questions are raised regarding the allocation of unescorted
retiree costs based on partial unescorted retiree status:

e Example: If the retired participant worked as an active employee 25 years, 10
of which were for an agency that covered its active employees through the
KEHP, and 15 of which were for an agency that covered its active employees
through other means, should only 60% (i.e., 15 + 25) of the retiree’s costs be
considered as being unescorted retiree costs?

e Example: In the above situation, if the most recent coverage the retiree had as
an active employee was provided outside of the KEHP program, should he/she
be treated entirely as an unescorted retiree, regardless of the work history?
Conversely, if the final active year of the retiree’s coverage was provided under
the KEHP program, would this retiree be treated as an escorted retiree?

o Are retirees who voluntarily waived coverage while actives considered unescorted
retirees? If at any time during an active employee’s working career he/she waived the
KEHP program coverage, under the above KTRS definition this person would be
considered an unescorted retiree, irrespective of the active employee agency affiliations.
Identification of these individuals would necessitate review of employment records for the
entire working career. While an extreme example, what of the person who waives
coverage for half of his/her active working career?

October 17, 2008
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Commonwealth of Kentucky
Kentucky Employees Health Plan

Impact of Unescorted Retirees - An Actuarial Analysis

CLASSIFYING RETIREES AS ESCORTED OR UNESCORTED

As a result of discussions with the Personnel and Finance and Administration Cabinets on the
above issues, the Cabinets indicated that the definition provided in the prior PwC study would
continue to apply. Furthermore, the Cabinets indicated that certain retiree groups are largely
comprised of unescorted retirees. As such, this analysis (as was the case with the prior analysis)
has used as its practical definition of "unescorted retirees" the following, per the direction of

these Cabinets:

It is recognized that the application of this practical definition may treat as an unescorted retiree
some retirees who are, in fact, not unescorted, and vice versa. As noted above, however, there is
no data-driven approach that can be used to reliably identify, at the individual level, all

unescorted retirees.

As such, this analysis looks separately at the retiree claims experience by entire retiree groups,
assuming that, within each group, the participants are all either escorted retirees or unescorted
retirees, per the direction of the Personnel and Finance and Administration Cabinets. The
following non-Medicare eligible retiree assignments were provided to PwC for this analysis:

Retiree Group Retirees Classification

Judicial Retirement System Escorted Retirees
KTRS Local School Districts Escorted Retirees

KTRS Regional Universities' Unescorted Retirees
KY Retirement Systems Escorted Retirees

KY Retirement Systems CERS” "Unescorted Retirees
KY Retirement Systems KERS Escorted Retirees
KY Retirement Systems SPRS Escorted Retirees
KYY Teacher Retirement Escorted Retirees
Legislative Retirement System Escorted Retirees

Technical note: KTRS Regional University retirees are identified via the Thomson Reuters MedStat agency
code of 85020.

Technical note: KY Retirement Systems CERS retirees are identified via the Thomson Reuters MedStat agency
codes of 80020, 80021, 80022, 80023, 80024, and 80025.
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A listing at the end of this report provides the assignment for each KEHP Agency Code of:

o Active Employees - Participate in the KEHP program and are included in this analysis per
the KLC designation assignment list ‘

» Active Employees - Participate in the KEHP program but are excluded in this analysis per
the KLC designation assignment list

« Escorted Retirees

« Unescorted Retirees

Note that the above classifications may or may not be comprised entirely of unescorted retirees.
The Personnel and Finance and Administration Cabinets have indicated that the majority in each
group are escorted or unescorted retirees as noted. Therefore, this analysis assumes that the
above groups properly reflect the split between escorted retirees and unescorted retirees. (It
should also be noted that the above groups exclusively include retirees, with no active employee
counts.)

STUDY METHODOLOGY

This study is based on the technical definition of unescorted retirees as provided in the prior
PwC report dated May 2, 2006, subject to the practical application of that definition to the level
of detail available in the claims and enrollment data:

Those covered retirees that come from an agency that does not cover its active
employees in the state program.

The claims data reviewed was incurred during the period January 2006 through June 2008 and
paid between the dates of January 2006 through August 2008. As there is often a lag between
the incurred (or service) date of a claim and the date when it is ultimately adjudicated, payments
after June 30, 2008, are included to provide as much complete incurred claims data as possible.
While there can be no assurance that all claims that have been incurred in the January 2006
through June 2008 period have been reported and paid by August 31, 2008, actuarial incurred
but not reported IBNR claims analyses based on the KEHP program's own claims data indicate
the following (approximate) percentages of claims completions:

_Coverage Period - -

" Covered Group " - CY2006 | CY2007

Active Employees 99.99% | 99.97% | 99.89% | 98.75%

Escorted Retirees 96.99% 09.99% | 99.96% | 99.19%
Unescorted Retirees 99.99% 99.97% | 99.86% | 99.17%
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CY?2006, CY2007, and FY2008 claims experience were matched to the underlying agency
enrollment. The Per Fmployee Per Month (PEPM) and Per Member Per Month (PMPM) results
for each 12-month measurement period have been developed in aggregate basis across all plan
options. Administrative fees were excluded, as were any other non-claims based costs.

STUDY RESULTS

Following are the PMPM and PEPM claims cost relationships between groups:

Per Employee Per Month
Ratio of Unescorted Retiree Claims Costs to Benchmark Gl oup

Relationshi Measurement Period
o comiomR CY2006 | FY2007 | CY2007 | FY2008
Unescorted Retirees vs. Actives Only 1.437 1.440 1.433 1.422
Unescorted Retirees vs. Escorted Retirees Only 1.064 1.056 1.044 1.038
Unescorted Retirees vs. Actives + Escorted 1361 1 345 1395 1310

Retirees
Unescorted Retirees vs. Total 1.325 1.310 1.292 1.278
Actives + Escorted Retirees vs. Total 0.973 0.974 0.975 0.976

. Per Member Per Month
Ratio of Unescorted Retiree Claims Costs to Benchmax k Gl oup

Measurement Period

Relationship CY2006 | FY2007 | CY2007 | FY2008
Unescorted Retirees vs. Actives Only 1.653 1.661 1.656 1.644
Unescorted Retirees vs. Escorted Retirees Only 0.957 0.948 0.935 0.926
Unescorted Retirees vs. Actives + Escorted 1510 1494 1 474 1 458
Retirees
Unescorted Retirees vs. Total 1.459 1.444 1.426 1411
Actives + Escorted Retirees vs. Total 0.966 0.967 0.967 0.968

The results of this study are consistent over the 30-month data period reviewed. The differences
between PEPM and PMPM costs are explained by the fact that the average family size per
contract is larger for actives than it is for either the escorted retirees or the unescorted retirees.

The following comparisons focus on the FY2008 results.

Comparison of Unescorted Retirees versus Active Employees

On a FY2008 PMPM basis, the claims costs for the unescorted retirees and their dependents
were approximately 65.3% higher than that for the active employees and their dependents.

October 17, 2008

PRICEAATERHOUSE(QOPERS Page 11




Commonwealth of Kentucky
Kentucky Employees Health Plan

Impact of Unescorted Retirees - An Actuarial Analysis

Similarly on a FY2008 PEPM contract basis the claims costs for the unescorted retirees and
their dependents were approximately 43.7% higher than that for the active employees and
their dependents.

Comparison of Unescorted Retirees versus Escorted Retirees

On a FY2008 PMPM basis the claims costs for the unescorted retirees and their dependents
were approximately 4.3% lower than that for escorted retirees and their dependents. On a
FY2008 PEPM contract basis the claims costs for the unescorted retirees and their
dependents were approximately 6.4% higher than that for the escorted retirees and their
dependents.

It is important to note that the difference in PEPM and PMPM claims between those retirees
identified as unescorted and those retirees identified as escorted has remained largely
unchanged throughout the analysis time periods of calendar year 2006 through fiscal year
2008 (and generally consistent with the results of the prior study), and that the PEPM and
PMPM claims between these two retiree groups have been generally consistent, indicating
that the issue of the subsidy is not so much one of unescorted retirees, but of retirees in
general.

Comparison of Unescorted Retirees versus Active Employees + Escorted Retirees

On a FY2008 PMPM basis the claims costs for the unescorted retirees and their dependents
were approximately 51.0% higher than that for the active employees and escorted retirees
and their dependents. Similarly on a FY2008 PEPM contract basis the claims costs for the
unescorted retirees and their dependents were approximately 36.1% higher than that for the
active employees and escorted retirees, and their dependents combined. This difference in
claims cost reflects the subsidization of the unescorted retirees by the actives and
escorted retirees.

Comparison of Unescorted Retirees versus All

On a FY2008 PMPM basis the claims costs for the unescorted retirees and their dependents
were approximately 45.9% higher than that for the entire group (active employees and their
dependents, escorted retirees and their dependents, and unescorted retirees and their
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dependents). Similarly on a FY2008 PEPM basis the claims costs for the unescorted retirees
and their dependents were approximately 32.5% higher than that for the entire group.

Active Employees + Escorted Retirees versus All

When comparing the FY2008 costs of the active employees plus the escorted retirees against
the entire group, the PMPM and PEPM costs for the actives and escorted retirees were
96.8% and 97.6%, respectively, of the claims costs of the entire group (including the
unescorted retirees). Therefore, the costs of providing coverage to the actives and
escorted retirees would be 3.2% lower (PMPM basis) and 2.4% lower (PEPM basis) if
the unescorted retirees were not included in the KEHP program.

The KEHP program is subsidizing not only the unescorted retirees, but also the active
employeées of agencies that provide coverage outside of the KEHP program but cover their non-
Medicare eligible retirees under the KEHP program. In other words, the active employees of
agencies that cover retirees in the KEHP program but provide coverage for actives outside of the
program are realizing a lower cost given that they are not subsidizing the cost of the retirees of
their own group. It is not possible to quantify the extent of this subsidization as no cost or
enrollment information is available for those active employee populations that currently provide
coverage outside of KEHP.

The following chart presents the total claims incurred by the unescorted group in the 12-month
measurement periods analyzed in this report. The average annual increase in claims during these
periods was approximately 6.4% (PMPM basis), and 7.1% (PEPM basis).

Total Claims By Group

Measurement Period
CY2006 | FY2007 | CY2007 | FY2008

Unescorted Retiree Claims Metric

Total Claims ($Millions) $97.2 $104.0 | $112.0 | $118.6

Total Subsidized Amount ($Millions) $36.5 $37.0 $37.3 $37.2
PMPM Claims $501.00 | $517.91 | $536.83 | $549.87

PEPM Claims $732.62 | $759.27 | $789.12 | $810.85

PMPM Subsidized Amount $169.30 | $171.28 | $172.72 | $172.63
PEPM Subsidized Amount $194.02 | $194.84 | $193.63 | $191.87

As shown above, in FY2008, unescorted retirees costs were subsidized by KEHP actives and
escorted retirees in the total amount of $37.2 million when analyzed on a PMPM basis. This

$37.2 million subsidy translates to an unescorted retiree FY2008 subsidy amount of $172.63

PMPM.
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When analyzed on a PEPM basis, the $37.2 million subsidy translates to an unescorted retiree
FY2008 subsidy amount of $191.87 PEPM. The reason that the subsidy amount differs on a
PEPM vs. PMPM basis is because the family sizes of the actives and escorted retirees differ
from that of the unescorted retirees (i.e., there are different average number of members per
employee ratios for the groups).

CONSIDERATIONS AND OPTIONS

Following are several approaches for addressing the subsidy provided to the unescorted retirees.
The considerations and options discussed below do not address restrictions that may exist due to
current Commonwealth of Kentucky statutes, and may not be feasible, in some cases, without
changes to some existing statutes.

L.

L2

Make no changes to the current programs and pricing. This approach would require no
immediate action. The concern is that the portion of the covered population comprised
by retirees is growing, decreasing the percentage of the population that is the active
employee base upon which the subsidies are provided. As the retiree population grows
(whether it be the unescorted retirees, the escorted retirees, or both), health care trend
would be expected to continue at levels in excess of market rates. This will have a ripple
effect:

e As costs increase in excess of expected healthcare trend more agencies may see the
cost benefit of moving active employees out of the KEHP program while
continuing to cover non-Medicare eligible retirees under the KEHP program.

e This would further erode the active base beyond what is currently projected, and
accelerate cost increases.

e This could ultimately produce untenable costs for the KEHP program, effectively
pricing it out of the market.

Prohibit unescorted retirees from participating in the KEHP program. Structure the
KEHP program such that coverage for non-Medicare eligible retirees would only be
available if the corresponding active employee group was covered by the program.

While this approach would eliminate the unescorted retiree group, it may be difficult to
administer and/or enforce given the previously-noted migration from agency to agency of
some active employees.

Charge higher premiums for unescorted retirees. The Cabinet could establish a two-tier
pricing arrangement whereby the active employees and escorted retirees would have one
set of rates that would be developed on an experience basis for those groups, while the
unescorted retirees would have a separate set of rates that would be developed based on

CEVVATERHOUSE( QOPERS
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their own experience. This study estimated the differential in the two sets of rates as
being a load of 45.8% for unescorted retirees on a PMPM basis, or a load of 31.0% tor
unescorted retirees on a PEPM basis. This cost neutral approach would also possibly
have the effect of enhancing the attractiveness of the KEHP program rates to agencies
currently not covering their actives and reducing or eliminating the incentive for
unescorted retirees to participate in the KEHP program.

4. Charge separate premiums for actives versus all non-Medicare eligible retirees. This
approach is an expansion of the previous option, and would eliminate the active
population's subsidy provided to all enrolled retirees.

5. Charge each agency separately for its own covered participant population. While
actuarially more equitable than the above approaches, this approach could introduce
some issues of credibility for pricing purposes. In other words, the underlying
population for an agency may not be large enough to have claims data robust enough for
projection purposes. If this occurs, then additional methods would be needed to adjust
for this lack of critical mass, and could introduce new issues of subsidization.

6. Create a separate health plan option (with its own rates) for the unescorted retirees.
Unlike approach #3 above, which provided the same health options to unescorted retirees
as are offered to actives and escorted retirees, this approach would be based on a unique
plan (or set of plans) available only to the unescorted retirees. This would allow the
KEHP program to separately establish plan design provisions and rates for the
unescorted retirees versus the active/escorted retiree groups, potentially providing better
ability to manage costs.

7. Reduce the benefits provided to the unescorted retirees so that the rates match those
applicable to the active/escorted retiree groups. This is a specific example of approach
#6. Since this analysis has excluded the costs associated with the KRS-defined Excluded
Active employee agencies, an estimate of the benefit change for this approach has not
been determined. However, such an approach would create a two-tier benefit design
system that would be more complicated and costly to administer and communicate, and
could change year-to-year as the cost differentials or even the enrollment patterns
between the escorted group and the other groups changed. This approach also assumes
that the benefits between the Included Active group and the Excluded Active group
would remain the same.

8. Assess a surcharge to the agencies that do not cover active employees in plan. This
approach could reduce or eliminate the incentive for agencies to cover their retirees
under the KEHP plan while covering actives independently.
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STUDY METHODOLOGY CAVEATS

The caveats below pertain to the study methodology. In addition to the caveat discussed in the
body of the report under the "Study Limitations" section please note the following explanations:

Credibility

In actuarial analyses the term "credibility" is used with respect to the claims and enrollment
data. Credibility does not refer to whether or not the data are accurate. The presumption is
that all data provided are accurate and complete. In actuarial discussions "credibility" refers
to the extent to which it 1s felt that there is sufficient "critical mass" to the data from which
valid conclusions can be drawn. In developing the PMPM and PEPM measures, credibility
measures have been determined based on the 1988 Transaction of the Society of Actuaries
(vol. XL} study, which assesses levels of credibility based on exposure counts (i.e., number
of covered lives) for the active and non-Medicare eligible retired employee coverage groups.
The following credibility formula was used from this study:

Any population with over 2,000 lives is considered 100% actuarially credible, and can be
actuarially relied upon for purposes of estimating health care costs prospectively. The sizes
of the unescorted retiree, escorted retiree, and active populations are all sufficiently large that
there were no issues of less than full credibility of the data.

Geographic, Demographic, and Benefit Differences

Active and non-Medicare eligible retiree claims experience was compared to average claims
costs. Where enrollment patterns in the various benefit options differed between actives and
escorted retirees and unescorted retirees due to geographic location, family size (in the case
of PEPM measures), and/or differences in benefit plan provisions, some of the cost
differences could be explained by these different enrollment pattemns. Our study did not
attempt to adjust for these different enrollment patterns. Ultimately, the issue of
subsidization is based on the extent to which these enrollment differences and cost
differences are present. To smooth the data to account for expected differences by
geography, demographics, and plan provisions could introduce more subsidization.
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TABLES

The tables that follow present claims and enrollment information by active versus escorted
retiree versus unescorted retiree. Note only data from FY2008 are included in this appendix.

Table 1
Counts of Actives, Escorted Retirees, and Unescorted Retirees

PIOYCES
Included Retirees
FY2008 Actives | Escorted | Unescorted
Members 72,894 38,306 17,978
Employees | 42,748 29,128 12,192
Table 2

FY2008 Claims for Actives, Escorted Retirees, and Unescorted Retirees

Claims Incurred By Members

Total $292,568,000 | $273,042,000 $118,627,000

Note: The claims data shown here reflects claims incurred in FY2008, and paid between July 1,

2007, and August 31,2008. Also included in the FY2008 claims data hére are estimates of the

incurred but not reported (IBNR) claims incurred in FY2008 but not yet paid as of August 31,
2008.

Table 3
FY2008 PMPM and PEPM Claims for Actives, Escorted Retirees, and Unescorted Retirees

FY2008 | "\ ctives | Escorted | Unescorted | Escort it
PMPM $334.47 $594.00 $549.87 $377.24 $389.67
PEPM $570.33 $781.16 $810.85 $618.98 $634.24

Note: The claims data shown here reflects claims incurred in FY2008, and paid between July 1, 2007, and August 31,

2008. Also included in the FY2008 claims data here are estimates of the incurred but not reported (IBNR) claims
incurred in FY2008 but not yet paid as of August 31, 2008.
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AGENCY LISTING & FY2008 EMPLOYEE AND MEMBER ENROLLMENT COUNTS

The table that follows provides an agency-by-agency listing of all KEHP agency codes used to
identify:

« The active employee groups included in this analysis,

« The active employee groups identified by KRS to be excluded from this analysis (subject
to the issue noted in the body of this report regarding the attempt to match the KRS
agency list per its coding scheme against the coding scheme maintained by KEHP and
Thomson Reuters' MedStat data warehouse to which PwC has access,

» The retiree groups defined as escorted per the practical definition noted in this report, and
+ The retiree groups defined as unescorted per the practical definition noted in this report.

Average monthly employee and member KEHP program enrollment counts for the FY2008 are
included.

Note that only data from FY2008 are included in this appendix. While additional KEHP agency
codes are in place, they have been omitted from this list in cases where no employees or
members were listed as being associated with that agency at any point in FY2008.

F Y008 Members

KEHP
Agency Agency Name
Code

Early

Actives . i .
Retirees Retirees

= = =
31 & 1
- e b
= = 3
s -t

>} [ 13
-] # ]
— 251 =t

i

mvﬁ:g;@ = I
ASHLAND INDEPENDENT X 322 506

AUGUST INDEPENDENT X 37 61
T AR 27 %gf? + £
00016 BARBOURVILLE INDEPENDENT -
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)WLING GREEN INDEPENDEN

N CO BOARD OF EDUCA’
BATHITFCOBOARD OF B
BRECKINRIDGE CO BD OF ED

_BULLITT €O BOARD OF ED
" BURGIN INDEPENDENT
LER CO BOARD OF EDUCATI
LDWELL CO BOARD OF ED-
LLOWAY CO BOARD OE.ED
ELL CO BOARD OF ED*

"‘s‘vn;LE INDEPENDI
1 CO BOARD OF EDUCAT
SR €O’ BOARD OF EDUCATION
Y €O BOARD OF EDUCATION
"CAVERNA INDEPENDENT -
“HRISTIAN CO BOARD OF ED
K CO BOARD OF EDUCAT
AY CO BOARD OF EDUCATT 84 |
PLINTON CO BOARD OF EDUCATI : ,
" CLOVERPORT INDEPENDENT Ty 37 - 60
CORBIN INDEPENDENT SCHOOLS X 224 423
COVINGTON INDEPENDENT BD OF ED’ X . 550 | R E 850
" CRITTENDEN CO BOARD OF ED X o 146 A
CUMBERLAND COBOARDOFED | | X 139 289
DANVILLE INDEPENDENT X 233 393
DAVIESS CO BOARD OF EDUCATION X 1,080 1,952
DAWSON SPRINGS INDEPENDENT X ‘ 60 125
DAYTON INDEPENDENT SCHOOL X j 89 | T 147
EAST BERNSTADT INDEPENDENT X 54 99
EDMONSON CO BOARD OF ~ -
. EDUCATION X v , 260 471
ELIZABETHTOWN INDEPENDENT X 169 341
ELLIOTT CO BOARD OF EDUCATION X 145 248
EMINENCE INDEPENDENT SCHOOLS | X 65 150
ERLANGER -ELSMERE BD OF ED X 195 325
ESTILL CO BOARD OF EDUCATION - X 253 442
FAIRVIEW INDEPENDENT X 68 108
FAYETTE CO BOARD OF EDUCATION X 3,879 6,660
- FLEMING CO BOARD OF EDUCATION X 289 512
" FLOYD CO BOARD OF EDUCATION X 758 1,231
FT THOMAS INDEPENDENT X 193 347
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- Ageﬁ@& Name -

=]
L
~
EX
&
=1
—

ARD O ~:DUCATI@ ,
GLASGOW INDEPENDENT
T CO- BOARD OF EDUCATION
} CO BOARD OF EDUCATIO!
SON CO-BOARD OF EDUCAT
co BOARD OF EDUCATI

co BOARD OF EDUCATI
AN CO BOARD OF EDUCATI
HARLAN INDEPENDENT
HARRISON CC BOARD OF
EDUCATION
HART CO BOARD OF EDUCATION
ARD INDEPENDENT BD OF ED
[ENDERSON CO BOARDOFED X
ENRY CO BOARD OF EDUCATION X I
HICKMAN CO BOARD OF EDUCATION X
FHOPKINS CO BOARD OF EDUCATION X
"JACKSON CO BOARD OF EDUCATION X
"~ JACKSON INDEPENDENT X
JEFFERSON CO BOARD OF ED X
JENKINS INDEPENDENT SCHOOLS X
JESSAMINE CO BOARD OF ED X
" 00285 | JOHNSON CO BOARD OF EDUCATION X 1 430 766
00291 | KENTON CO BOARD OF EDUCATION X 1,031 1,824
L 00295 KNOTT CO BOARD OF EDUCATION X 319 501
[..00301 | KNOX CO BOARD OF EDUCATION X 603 | 1,081
© 00305 | . LARUE CO BOARD OF EDUCATION X 223 425
00311 | LAUREL CO BOARD OF EDUCATION X 928 " 1,697
LAWRENCE CO BOARD OF
00315 EDUCATION X 281 429
00321 | LEECO BOARD OF EDUCATION X 160 - 277
00325 LESLIE CO BOARD OF EDUCATION X 251 394
00331 LETCHER CO BOARD OF EDUCATION X 426 721
00335 LEWIS CO BOARD OF EDUCATION X 304 533
00341 LINCOLN CO BOARD OF EDUCATION X 547 966
00345 LIVINGSTON CO BOARD OF ED X 161 296
00351 LOGAN CO BOARD OF EDUCATION X 410 689
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: AgégciiName '

|

'Excluded

Escorted

LUDLOW I NDEPENDENT

CO BOARD OF
EDUCATION

TIN CO BOARD OF EDUCATION

N CO BOARD OF EDUCATIO

AYFIELD INDEPENDENT:

RACKEN CO BOARD OF ED

MECREARY CO BOARD OF:
" EDUCATION :

[ EAN BOARD OF EDUCATION

DE CO BOARD OF EDUCATION

EE CO BOARD OF EDUCATION

'R CO BOARD OF EDUCATION.

METCALFE CO BOARD OF ED
VIDDLESBORO INDEPENDENT
ONROE CO BOARD OF EDUCATION
'ONTGOMERY CO BOARD OF ED X
| "MONTICELLO IND BOARD OF ED X 10 9723
00441 MORGAN CO BOARD OF EDUCATION X 266 461
00445 MUHLENBERG CO BOARD OF ED X 597 987
00446 MURRAY INDEPENDENT BD OF ED 197 340
00451 NELSON CO BOARD OF EDUCATION X 453 793
00452 NEWPORT INDEPENDENT BD OF ED X 257 422
00455 NICHOLAS COUNTY SCHOOLS 126 229
00461 OHIO BOARD OF EDUCATION X 447 758
00465 | OLDHAM CO BOARD OF EDUCATION X 1,020 1,866
00471 OWEN CO BOARD OF EDUCATION X 187 372
00472 OWENSBORO lNIégPENDENT BD OF % 531 %60
00475 | OWSLEY CO BOARD OF EDUCATION | | X | 146 240
00476 | PADUCAH INDEPENDENTBDOFED “|- | X | 342 ©571
00477 PAINTSVILLE INDEP BD OF ED X 99 179
00478 PARIS INDEPENDENT SCHOOLS 03 151
00481 PENDLETON CO BOARD OF ED X 277 543
00485 PERRY CO BOARD OF EDUCATION X 592 912
00491 PIKE CO BOARD OF EDUCATION X 1,084 1,769
00492 PIKEVILLE INDEPENDENT BD OF ED X 107 188
00493 PINEVILLE INDEPENDENT BD OF ED 63 120
00495 POWELL CO BOARD OF EDUCATION X 287 492
00496 PROVIDENCE INDEPENDENT X 4 7
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KEHP
Agency

Codg: 1o

Agency Name

=
&
=
,:E'f
55
£
Yot

J

Escorted ]

RUSSELL NDEPENDENT

RUSSELLVILLE INDEPENDENT

CIENCE HILL iNDEPENDENT

€0 B@ARD QF EDUCATION

v SOMERSE:F INDEPENDENT

OUTHGATE lNDEPENDENT

RD OF EDUCATIO
OARD OF EDUCATI
RD OF EDUCATION

WALTON VERONA INDEPENDENT X 92
EN CO BOARD OF EDUCATION | | X.t 1,224
WASHINGTON CO BOARD OF ED X 177
NE CO BOARD OF EDUCATION X © 384
TER CO BOARD OF EDUCATION X 263
WEST POINT INDEP BD OF ED X 11
AWHITLEY CO BAORD OF EDUCATION | X 630
WILLIAMSBURG INDEPENDENT X 9]
WILLIAMSTOWN INDEPENDENT X 68
ILFE CO BOARD OF EDUCATION 179
WOODFORD CO BOARD OF ED 350
OHIO VALLEY EDUCATIONAL COOP 102
KY VALLEY EDUCATION 39
WEST KY EDUCATION COOP X 49
KY EDUCATION DEV COOP X 73
B NORTHERN KY COOP X 64
GREEN RIVER REGIONAL EDUC COOP | X 16
CENTRAL KY SPE ED COOP X 7
10005 KENTUCKY GENERAL ASSEMBLY X 73
10010 LEGISLATIVE RESEARCH COMM X 309
20020 | JUDICAL FORM RETIREMENT SYSTEM | X 2
20025 ADMIN OFFICE OF THE COURTS X 2,765 4479
31030 UNIFIED PROSECUTORIAL SYSTEM X 728 1,412
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=1
2
=]
=
—
(%3
=
—

Excluded
Escorted

FY2008 Employees

" Early
Retirces _Retirees:

_FY2008 Members

Actives Early

31035 DEPT OF AGRICULTURE X 243 426
31040 ATTORNEY GENERAL X 160 308
31045 AUDITOR OF PUBLIC ACCOUNTS X 100 184
31066 ELECTION OF FIANCE X 2 19
31070 GOVERNORS OFFICE X o) 60
31074 DEPT OF VETERANS AFFAIRS X 636 508
31076 MILITARY AFFAIRS COMMISSION | X 7 5
31082 | KY INFRASTRUCTURE AUTHORITY | X 0 PE)
31085 LT GOVERNORS OFFICE X 2 6
AGRICULTURAL DEVELOPMENT
31089 e X 13 20
31004 OFFICE OF HOMELAND SECURITY | X 05 7
37095 MILITARY AFEAIRS X A28 637
4 OFFICE OF MINORITY
31097 EMPOWERMENT X 2 3
31098 GOVERNORS SCHOLAR X 7 4
31099 | OFFICE OF FAITH AND COMMUNITY | X 2 7
31100 KY RETIREMENT SYSTEMS X 177 349
31110 OFFICE OF SEC TO EXEC. CAB X I 3
31112 DEPT OF LOCAL GOVERMENT X 46 T
31120 SECRETARY OF STATE X 27 e
31125 TREASURY X 2 38
31150 BOARD OF ACCOUNTANCY X 2 4
37155 BOARD OF AUCTIONEERS X 2 4
31165 BOARD OF BARBERING X 3 3
31170 | BOARD OF CHIROPRATIC EXAMINERS | X 3 7
31180 BOARD OF DENTISTRY X 3 4
31185 BOARD OF ELECTIONS X 3 25
31190 | BD OF EMBALMERS & FUNERAL DIR | X 4 6
31200 | BD OF EXAM OF REG ARCHITECTS | X 3 7]
31205 BD OF LANDSCAPE ARCHITECTS X 0 x
31225 BD OF HAIRDRESSERS & COSM X 2 6
31245 BOARD OF MEDICAL LICENSURE | X 00 2
31250 BD OF NURSING ED & REG X 36 74
31260 BD OF OPTOMETRIC EXAMINERS | X 1 1
31263 BD OF RESPIRATORY CARE X 1 1
31268 PERSONNEL BOARD X 7 0
31270 BOARD OF PHARMACY X 5 5
31275 BD OF PHYSICAL THERAPIST X 2 3
31284 | REAL ESTATE APPRAISERS BOARD | X 2 3
31290 | BD OF PROFFESSIONAL ENGINEERS | X g 9
31345 SCHOOL FACILITIES CONST COM X 2 6
31354 | EXECUTIVE BRANCH ETHICS COMM | X 3 6
31370 HUMAN RIGHTS COMMISSION X 79 54

~ PRICEAVATERHOUSE(QOPERS

October 17, 2008
Page 23




Commonwealth of Kentucky

Kentucky Employees Health Plan
Impact of Unescorted Retirees - An Actuarial Analysis

FY2008 Employees FYZ(_)DS Members

"KEHP | R
Agency Agency Name

Early - Early “
~ Code. Actives

Retirees Retirees

. Actives

Included
Excluded -
Escorted

31395 REAL ESTATE COMMISSION X 14 23
31400 COMMISSION ON WOMEN X 3 3
31765 GOVS OFFICE POLICY & MGT X 27 53
31855 OFFICE OF ENERGY POLICY X 12 20
35605 OFFICE OF THE SECRETARY X 96 158
35607 OFFICE OF GENERAL COUNCIL X 46 ] 88
35609 OFFICE OF SUPPORT SERVICES X 53 87
35615 DEPARTMENT OF AVIATION X 19 36
35616 TRANS OFC OF PERSONNEL MGT X 27 54
35617 OFFICE OF INFO TECHNOLOGY X 32 59
35621 DIVISION OF TRAFIC SAFETY X 47 75
35625 DEPT OF HIGHWAYS X 3,532 6,033
TRAN DEPT INTRGOVMNTL
35628 PROGRAMS X 26 44
35630 DEPT OF VEHICLE & REGULATIONS | X 170 277
36635 EDEV-OFFICE OF THE SECRETARY X 29 64
36637 DEPT OF JOB DEVELOPMENT X 8 1
36638 DEPT OF FINANCIAL INCENTIVES X 15 33
36639 DEPT COMMUNITY DEVELOPMENT | X 32 59
36644 EDEV OFF OF ADMIN & SUP X 5 8
39075 HIGHER ED ASSISTANCE AUTH X 74 130
19079 FN&A COMM(%IE?:ALTH OFF OF N 145 653
39084 KY RIVER AUTHORITY X 7 10
39103 FN&A- OFFICE OF PVAS X 560 906
39130 FN&A DEPT OF REVENUE X 705 1,103
39750 F&A OFFICE OF THE SECRETARY X 150 267
39758 OFFICE OF THE CONTROLLER X 70 108
39785 DEPT OF FACILITIES MGNT X 242 403
45470 KCTCS X 3,020 5310
50235 COMM BD KENTUCKY STATE FAIR | X 238 353
50410 COMM COUNCIL KY HERITAGE X 17 30
50529 COMM CONUNCIL KY ARTS X 13 28
50550 COMM KY HISTORICL SOCIETY X 62 91
50660 COMM DEPT OF FISH & WILDLIFE X 393 749
50665 COMM KY HORSE PARK X 67 11
50670 COMM DEPT OF PARKS X 972 1,383
50850 | COMM OFFICE OF THE SECRETARY | X 34 65
50852 | COMM KY ARTISANS CTR ATBEREA | X 2 27
50860 COMM DEPT OF TOURISM X 47 65
51183 | EDUC-BD EDUC PROFESSIONAL STDS | X 22 41
51340 EDUC- COMM- DEAF & HARD HEAR | X 1 17
51407 | EDUC-COUNCILKY ENVIRONMTLED | X 1 1
51415 EDUC- COUNCIL POST SECOND ED X 66 120
October 17, 2008
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Commonwealth of Kentucky
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FY2008 Employees- | - FY2008 Members -

Early *
Retirees

Agency Name . Early .
. Agency ] Actives arty Actives
s , i Retirees | ]

= = b=
< < I
= = ™
= = )
- —

[+ 123 >
= ”“ %
— e i

!
|

51530 EDUC- OFFICE OF SECRETARY X 88 151
51531 EDUC- DEPT WORKFORCE INVEST X 1,355 2,345
51540 EDUC- DEPT OF EDUCATION X 496 . 886
51545 EDUC- KY EDUC TV AUTHORITY X 136 265
51555 EDUC- DEP LIBRARIES & ARCHIVES X 112 177
EPPC-COMM-ENVIRONMENTL
52350 QUALITY X 3 5
52375 EDUC- COM- KY NATURE PRESERVES | X 19 29
52380 EPPC- COMM-KY OCC SAFE & HLTH X 3 6
52423 EPPC- MINE SAFETY REVIEW COMM X 7 9
52424 EPPC-MINE SAFETY REVIEW COMMIS | X | |
52569 EPPC- OFFICE OF THE SECRETARY X 158 286
52590 EPPC DEPT FOR ENVIRON PROTE X 673 1,175
52595 EPPC- DEPT NATURAL RESOURCES X 646 1,162
52695 EPPC- DEPT OF PUB PROTECTION X 596 1,086
52920 EPPC- DEPT OF LABOR X 277 490
52930 WORKERS COMP FUNDING COM X 10 17
53721 H&FS- OFFICE OF THE SECRETARY X 340 617
53722 GOVERNORS OF WELLNESS & PHYSI | X 8 9
53723 H&FS- OFFICE OF INSPECTOR GENL X 215 372
53724 H&FS-OFF OF HEALTH POLICY X 8 17
53725 DEPT FOR AGING & INDE LIVING X 26 34
53726 H&FS DEP DISABIL DETERM SERV X 318 502
53728 H&FS- DEPT FOR PUBLIC HEALTH X 294 469
53729 H&FS-DEP MNTL HTH/MNTL RET SRV | X 985 1,466
53730 H&FS DEPT HUMAN SUPPORT SRVS X 18 29
53731 H&FS OFFICE OF OMBUDSMAN X 68 114
53736 H&FS-DEPT C(;}I\QA\I/\/éUNITY BASED X 3,752 6,129
53746 H&FS- DEPT FOR MEDICAID SERVS X 104 170
53767 | H&FS-COM CHLD W/SPEC HLTH NEED | X 121 216
54500 J&PS OFFICE OF THE SECRETARY X 69 133
54502 J&PS- DEPT OF KY VEH ENFORCE X 202 399
54515 J&PS- DEPT OF PUBLIC ADVOCACY X 399 688
54520 J&PS- DEPT OF KY STATE POLICE X 1,374 ' 2,667
54523 J&PS- DEPT OF JUVENILE JUSTICE X 1,233 2,153
54525 J&PS-DEPT CRIM JUSTICE TRAIN X 85 136
54527 J&PS- DEPT OF CORRECTIONS X 3,234 5,222
55790 PERSONNEL CABINET OFFIC OF SEC X 69 128
55793 DEPT FOR PERSONNEL ADMINISTRAT | X 65 110
55794 DEPT FOR EMPLOYEE INSURANCE X 33 74
80000 KRS-KY RETIREMENT SYSTEMS
KY RETIREMENT SYSTEMS KERS
"~ CERS - OTHER AGENEIES
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" KEHP .
Agency Agency Name
- Code o

Early :

Actives .
Retirees_

—
=
S
~

-
—
4
=
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KY RETIREMENT SYSTEMS SPRS
81000 KCTCS RETIREES X 21 23
85000 KY TEACHER RETIREMENT X 9,522 12,493
85010 KTRS LOCAL SCHOOL DISTRICTS X 5,846 6,876
JUDICIAL RETIREMENT SYSTEM X 107 203
87000 LEGISLATIVE RETIREMENT SYSTEM X 31 50
88000 BOARD OF BAR EXAMINERS X 3 3
89000 TEACHERS RETIREMENT SYSTEM X 69 121
90002 ALLEN COUNTY HEALTH DEPT X 13 21
90003 ANDERSON COUNTY HEALTH DEPT X 8 14
90009 BOURBON COUNTY HEALTH DEPT X 19 37
90011 BOYLE COUNTY HEALTH DEPT X 11 18
90012 BRACKEN COUNTY HEALTH DEPT X 8 15
90013 BREATHITT COUNTY HEALTH DEPT X 38 62
90014 BRECKINRIDGE CTY HEALTH DEPT X 11 21
90015 BULLITT COUNTY HEALTH DEPT X 22 32
90024 CHRISITAN COUNTY HEALTH DEPT X 32 52
90025 CLARK CCOUNTY HEALTH DEPT X 44 71
90033 ESTILL COUNTY HEALTH DEPT X 14 20
90035 FLEMING COUNTY HEALTH DEPT X 10 19
90036 FLOYD COUNTY HEALTH DEPT X 34 51
90037 FRANKLIN COUNTY HEALTH DEPT X 57 98
90040 GARRARD COUNTY HEALTH DEPT X 12 27
90045 GREENUP COUNTY HEALTH DEPT X 15 16
90054 HOPKINS COUNTY HEALTH DEPT X 36 62
90057 JESSAMINE COUNTY HEALTH DEPT X 20 27
90058 JOHNSON COUNTY HEALTH DEPT X 49 84
90061 KNOX COUNTY HEALTH DEPT X 55 92
90063 LAUREL COUNTY HEALTH DEPT X 25 40
90068 LEWIS COUNTY HEALTH DEPT X 13 25
90069 LINCOLN COUNTY HEALTH DEPT X 12 12
90076 MADISON COUNTY HEALTH DEPT X 126 237
90077 MAGOFFIN COUNTY HEALTH DEPT X 22 33
90079 MARSHALL COUNTY HEALTH DEPT X 26 48
90080 MARTIN COUNTY HEALTH DEPT X 13 20
90084 MERCER COUNTY HEALTH DEPT X 14 20
90086 MONROE COUNTY HEALTH DEPT X 11 19
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Early Actives Early

Agency Name
- . | Retirees | Retirees -

Actives

-] = =
1 & G
e = bt
s -1 3
— —

[¥] [ 1>
= 212
— =l =

|
f
l

50087 MONTGOMER\[f) gI?TUNTY HEALTH X 32 56
90089 MUHLENBERGDESTEJNTY HEALTH X 23 16
90093 OLDHAM COUNTY HEALTH DEPT X 1 22
90098 PIKE COUNTY HEALTH DEPT X 46 74
90099 POWELL COUNTY HEALTH DEPT X 10 21
90110 TODD COUNTY HEALTH DEPT X 10 21
90118 WHITLEY COUNTY HEALTH DEPT X 74 135
90120 | WOODFORD COUNTY HEALTH DEPT | X 8 12
90301 FIVCO DISTRICT HEALTH DEPT X 34 46
90302 LINCOLN TRAIL DIST X 146 257
90303 BARREN RIVER DIST HEALTH DEPT | X 124 204
50304 PURCHASE DIST HEALTH DEPT X 138 240
90305 | NORTH CENTRAL DIST HEALTH DEPT | X 39 64
90309 | LK CUMBERLAND DIST HEALTH DEPT | X 188 358
90310 | NORTHERN KY IND DIST HLTH DEPT | X 107 173
90311 LITTLE SANDY DIST HEALTH DEPT | X 19 38
90312 KY RIVER DIST HEALTH DEPT X 163 267
90313 CUMBERLAND VALLEY DISTHLTH | X 198 330
90314 GREEN RIVER DIST HEALTH DEPT X 178 273
90315 WEDCO DIST HEALTH DEPT X 72 124
90316 GATEWAY DIST HEALTH DEPT X 75 133
90317 THREE RIVERS DIST HEALTH DEPT | X 39 77
90318 PENNYRILE DIST HEALTH DEPT X 30 54
90321 BUFFALO DIST HEALTH DEPT X 19 31
90322 | LAWRENCE COUNTY HEALTHDEPT | X 14 23
KY EMPLOYERS MUTUAL
91000 INSURANCE X 149 279
92000 | KY HIGHER ED STUDENT LOAN CORP | X 280 487
93000 | KENTUCKY HOUSING CORPORATION | X 225 379
95000 TURNPIKE AUTHORITY X 2 4
95003 | PERSONAL SERV CONTRACT PEOPLE | X 3 6
95010 | CHILD WATCH ADVOCACY CENTER | X 3 5
95020 RAPE VICTIM SERVICES INC X 7 14
95030 OBORO AREA SHLTR & INFO SERV X 21 32
95040 BARREN RIVER CHILD ADVOC CTR | X 3 3
95070 SPRINGHAVEN INC X 8 10
95090 | GATEWAY CHILDRENS ADVOC CTR | X 2 2
95120 KENTUCKY BAR ASSOCIATION X 34 54
96000 | KY EDUCATIONAL TV FOUNDATION | X 50 82
96040 DAVIESS COUNTY COMMS OFFICE X 3 4
96050 GATEWAY AREA DEV DISTRICT X 15 37
96060 1KY COUNCIL AREA DEV DISTRICTS | 1'X 1"}~ 1 T
Qctober 17, 2008
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Commonwealth of Kentucky
Kentucky Employees Health Plan

Impact of Unescorted Retirees - An Actuarial Analysis

Early

Agency Name
RTI Retirees

Actives

lllé!‘!lded

MCCRACKEN COUNTY CLERKS
96235 OFFICE X 25 53
96260 NORTH MARSHALL WATER BOARD | X ]
96270 CITY OF FULTON X 41
96280 | SOUTH ANDERSON WATER DISTRICT | X 5
290 | HOUSINGAUTHORITY OF PADUCAH | [ X | [ 7 P 45 7o o S
96300 | BRECKINRIDGE CO PUBLIC LIBRARY | X 7 7
766310 | KYANNA REGPLAN & DEV AGENCY X , 50 TR
JOHN L STREET LIBRARY X 2 5
PURCHASE ARII:E)IAS ?EVELOPMENT X s6 g6
BLUEGRASS AREA DEV DISTRICT X 51 81
LOGAN TODD REG WATER x ' 5 » ‘9
COMMISSIO ’
"~ _BIG SANDY AREA DEV DISTRICT X 66
g3 " KY RIVER AREA DEV DISTRICT X | 9
06385 | BUFFALO TRACE AREA DEV DISTRIC X 18 |
96395 HARDIN COUNTY CLERKS OFFICE X 33
96400 ROWAN COUNTY PUBLIC LIBRARY X 5
96405 OFFICE OF KY LEGAL SERVICES PR X 3
96410 , CITY OF PEMBROKE X 21
1796415 NORTHERN KY LEGAL AID SOCIETY X 36
96420 LEE COUNTY CONSERVATION DIS X 1 ]
96425 KENTUCKY LEGAL AID X 17 29
964353 CITY OF CLKHORN CITY X 3 3
96440 APPLACHIAN RES & DEF FUND KY X 51 81
96445 FLEMING COUNTY EMS X 7 9
96450 FRONTIER HOUSING INC X 16 47
96465 LOW INC HOUSING OF EASTERNKY | X 3 3
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Impact of Unescorted Retirees - An Actuarial Analysis

"KEHP

Agency

Agency Name
) C(’dg;{ . o

xgi!uded

E

Escorted

|

Actives

>E'arly'

Retirees

FYZQGS_ Members

et 'Early\
.}cfnes» _Retirces

HOUSING AUTHORITY OF MAYFIELD

MARION COUNTY WATER DISTRICT

SIMPSONVIL“E RURAL FIRE PROT

"OF IR TON:

CEDBETTER WATER DISTRICT

HSING ORIENTED MIN EST FOR SER

COMMUNITY HQUSING INC

RUSSELL COUNTY DISPATCH

CITY OF NORTONVILLE

MENIFEE COUNTY PUBLIC LIBRARY

CITY OF OWENTON

HART COUNTY AMBULANCE
SERVICE

HOUSING AUTHORITY OF OWENTON
TLIVINGSTON COUNTY FISCAL COUR’

dodl pe Il

KNOX COUNTY UTILITY
COMMISSION

oo

LEWIS COUNTY LIBRARY

PENNYRILE EMERGENCY ASST CNTR

CITY OF SCIENCE HILL

CITY OF LEWISBURG

KY ASOC SEXUAL ASSAULT PRG INC

HOPE HARBOR INC.

CUMBERLAND VALL CHILD ADV

b3 B B B B I o e

[0 Food RURE Rl [ AV4E Roud

WG|V IRI | e

|[__HART COUNTY FISCAL COURT __

LEGAL AID SOCIETY _

WOMEN AWARE INC

KY DOMESTIC VIOLENCE ASSO

1K CUMBERLAND CHILDRS ADV

PENNYRILE CHLDS ADV CT

CITY OF BEATTYVILLE
"PADUCAH POWER SYSTEM 8
HOUSING AUTHORITY OF COLUMBIA | X 4 4
CITY OF MOUNT VERNON : X 21 36
6

CITY OF BROOKSVILLE

CITY OF HICKMAN

CITY OF STANFORD

PRICEAVATERHOUSE(COPERS
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. F Y2008 Emplo FY2008 Members -

Agency Name Acti Actiy o
écmes Retirces ‘Actnesv Retirees

Exc_!judcd
Escorted

!

LIFESKILLS INC X ] 1
CITY OF HARLAN X 27 37
HOUSING AUTHORITY OF BENTON _| X 4 1
96598 o CITY OF ALBANY | 1 1 3l 44
96599 ZONETON FIRE DISTRICT X 8 17
56600 GRTR FLEMINS (SISUNTY WATER N 5 5
96601 EBSTER CNTY CONSERVATION DS i
96603 Y HOUSE X 12 28
96604 WOLFE COUNTDYI SCTONSERVATION X | |
96605 CITY OF PIONEER VILLAGE X 6 6
96606 | WOODFORD CO ECON DEV AUTHTY | X 1 1
96607 HICKMAN URBSE%ENEWAL CMTY X | |
96610 ~LIFESKILLS INC. X
BOONE COUNTY PUBLICLIB- ...
HARRODSBURG.MERCER CO
96616 PLANNING X 3 3
96618 KY RIVER REGIONAL JAIL X 2 3
96619 HOUSING AUTHORITY OF CORBIN X 10 21
HELBY COFISCALCOURT |~ | X | RiCE 4
96621 BOYD CO EMERS\I;ZEJCY AMBULANC | 9 47
96622 | MT WASHINGTON FIRE PROTECT DT [ X 13 18
96623 | KENTON CO MASTER COMMISSIONER | X 3 5
CAMPBELLSVILE-TAYLOR CO
96624 INDUST X I 4
YOFMORGANFIELD .o [ X 1 o |0 48| 135
96626 CAMPBELL CO FIRE DISTRICT #l X 7 13
96627 CITY OF SMITHS GROVE X 2 2
96628 | MASTER COMM FAYETTE CO CIRCUIT | X 3 4
96629 | SHELBYVILLE/SHELBY COPKS&RE | X 7 13
96630 | BOONE CO MSTR COMMISSIONER OFF | X 1 {
96633 SOUTHERN CAMPBELL FIRE DIST X 2 2
96634 | HOUSING AUTHORITY OF ASHLAND | X 1 12
96635 | HOPKINSVSILLE SOLID WASTE AUTH | X 47 57
96636 CANNONSBURG FIRE DEPT X 2 6
96637 | WESTERN FLEMING CO WATER DIST | X 5 S
96638 | JEFFERSON CO MSTR COMM OFFICE | X 14 21
96639 AGENCY NAME NOT IDENTIFIED X i I
October 17, 2008
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| FY2008 Members

KEHP
Agency Agency Name

Actives - Early Actives Early

Code .| Retirees |- - | Retirees

Exqﬁxdcd
Escorted

i

BUFFALO TRACE CHILDREN ADV CTR
96642 » RPSCC—BOYD CO 911 X 17 41

X
96649 AGENCY NAME NOT IDENTIFIED X 3
96651 AGENCY NAME NOT IDENTIFIED X 22
96652 HOPKINS CO ATTORNEYS OFFICE X 6
X

AGENCY NAME NOT IDENTIFIED
LTON

X ] I
96656 BUTLER CO AMBULANCE SERVICE X 4 7
96659 AGENCY NAME NOT IDENTIFIED X 0 i
96662 AGENCY NAME NOT IDENTIFIED X 1 ]
96663 AGENCY NAME NOT IDENTIFIED X 1 1
NO AGENCY CODE ASSIGNED X 16 60
[ Totals Total Actives - Included- X ‘ 42,74}7 & 72,893
" Total Achives- Excluded | | X | 1 68479 119,094
Total Actives 111,226 191,987
Esqo ed R; 'qaes v X
Total Retirees T 1 T 41320 | 56,284
{ Grand Total (Actives & Retirees) T 1T T 1 152,546 l 248271 |
October 17, 2008
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Analsyis of IRS & Fiduciary Considerations
KRS Legal Consultants

Ice Miller




ICEMILLER..

LEGAL COUNSEL

October 23, 2008

Mr. Robert M. Burnside
Executive Director

Kentucky Retirement Systems
Perimeter Park West

1260 Louisville Road
Frankfort, KY 40601-6124

Re:  Critical Issues in Plan Transfers

Dear Mike:

WRITER'S DIRECT NUMBER: (317)236-2413
DmecT FAx: (317) 592-4616
INTERNET: BRAITMAN@ICEMILLER.COM

WRITER'S DIRECT NUMBER: (317) 236-2110

DRECT FAX: (317) 592-4713
INTERNET; TERRY.MUMFORD@ICEMILLER.COM

Via Electronic Mail

Enclosed please find a chart regarding Critical Issues in Plan Transfers. Please call if you

have questions.

jls
Enclosure

Very truly yours,

ICE MILLER LLP

Mary Beth Braitman
% ak Hunsgrrel

Terry A.M. Mumford

One American Square | Suite 2900 | Indianapolis, IN 46282-0200 | P 317-236-2100 | F 317-236-2219

INDIANAPOLIS | CHICAGO | NAPERVILLE | WASHINGTON D.C.

1/2241933.1

www.icemiller.com
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Appendix VI

Estimates of Expenses to Divide CERS

KRS

KTRS




KENTUCKY RETIREMENT SYSTEMS
Perimeter Park West
1260 Louisville Road
Frankfort, Kentucky 40601

Kentucky Employees Retirement System T Robert M. Burnside

County Employees Retirement System Executive Director

State Police Retirement System Phone 502-696-8800
Fax 502-696-8822

www.kyret.com

MEMORANDUM

TO: Crit Luallen, Chair
Public Pension Working Group - CERS/LGERS Subcommittee

FROM: Mike Burnside, Executive Director W
Kentucky Retirement Systems (KRS)

DATE: October 23, 2008
SUBIJECT: Estimate of KRS Expenses to Divide the County Employees Retirement System
(CERS)

The following estimates of additional expenses are provided as a supplement to the CERS
Working Group report.

Service credit audit costs:  $1 million per year for 5 years to hire outside consultant to
conduct audit. This cost estimate is based on actual costs being
incurred by the North Carolina Public Employees Pension System
to do a service credit audit of approximately 200,000 accounts.
The actuarial firm hired By NCPERS had dedicated 25 employees
to the task. KRS would need to audit approximately 195,000
accounts. This would not be a recurring expense after completion
of the initial study.

Annual Actuarial It is estimated that the annual actuarial valuation costs would
Valuation Costs: increase by 20%-30%, or $20,000 - $30,000. This would bea
recurring annual expense.

Asset Allocation & Liability It is estimated that increased costs for a separate Asset Allocation
Study Costs: & Liability Study would be approximately $20,000 - $30,000. This

cost would only be inctrred every 4-5 years.

Experience Study Costs: Experience study costs would likely increase 20%-30%, which
would mean an increase of $20,000-530,000 every five years.

AN EQUAL'OPPORTUNITY EMPLOYER M/F/D




Computer Programming Some additional costs would be incurred for computer &

Accounting System Costs:  programming and establishing and maintaining the new
accounting requirements for the separate fund. These costs
would likely range from $20,000 - $40,000 for staff time initially,
but would decrease after initial implementation.

Publication Costs: Some additional costs would likely be incurred for separate
publications, etc. for the group. A rough estimate of increased
annual cost is $20,000 - $40,000

In the event that school board employees were transferred to Kentucky Teachers Retirement
System (KTRS), KRS would likely reduce its total number of staff accordingly. However, the total
staff reduction cannot be calculated with any accuracy at this point. It is also likely that KTRS
will be required to hire additional staff to manage the workload associated with administering
the classified school board benefits system.




TEACHERS’ RETIREMENT SYSTEM
OF KENTUCKY

C. JOE HUTCHISON, MBA, CPA
Depuly Execiiive Secretary

GARY L. HARBIN, CPA Hinance and Administration

Executive Secretary

ROBERT B. BARNES, JD
Deputy Executive Secreiany

Operations
SERVING KENTUCKY TEACHERS SINCE 1940

Memorandum
To: State Auditor Crit Luallen, Chair

Public Pension Working Group — CERS/LGERS Subcommittee
From: Beau Barnes, Deputy Executive Secretary of Operations R&ﬁ

Kentucky Teachers’ Retirement System
Date: October 27, 2008
Subject:  Estimate of KTRS expense if the Transfer of Classified School Board Employees

to Kentucky Teachers’ Retirement System should occur.

The following estimates of expenses are provided as a supplement to the CERS Working
- Group report. ' '

- Start-up Costs: It is estimated approximately 40 additional staff would need to be hired
' and trained. It is anticipated this training would take a minimum of six
months prior to interaction with Classified School District members. The
cost is estimated to be $941,000, Additional training would also be
required for an estimated 12 to 18 month period to further develop-a deep
understanding of the CERS system for counselors and managers at an
estimated cost of $1.4 million.

Computer Systems: Estimated costs to convert existing KRS software used to manage the
accounts of Classified School District members so it can be utilized by
'KTRS to manage the accounts of Classified School District members is
$258,000. KTRS is undergoing a change in its legacy software systems,
and to further coordinate the CERS software into this new scheme is
estimated to cost an additional $1.8 million to $2.3 million.

Office needs: Initial costs of providing office space and fitting those offices for
approximately 40 additional staff is estimated to be $394,000.

Annual costs: The annual costs to manage the retirement needs of the transferred
Classified School Board Employees is estimated to be $2.9 million in

479 Versailles Road « Frankfort, Kentucky 40601-3800 » Phone 502-848-8500




personnel costs, $159,200 in office expense and $345,800 in operating
costs which would include the costs of additional actuarial services, audit
services, costs of printing, etc. The costs of investments would be
estimated to be approximately 6 bps or 6/100% of the amount of assets
transferred. The transfer of assets would likely occur over an extended
period of 18 to 24 months.

This is a preliminary analysis based primarily on information obtained from KRS
and from interviews and discussions with staff of KTRS. Actual costs of these items will
vary from this estimate.
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KENTUCKY EDUCATION
ASSOCIATION

October 24, 2008

The Honorable Crit Luallen

Auditor of Public Accounts

Chair, CERS/LGERS Subcommittee
Kentucky Public Pension Working Group
105 Sea Hero Road, Ste. 2

Frankfort, KY 40601

Re: Comments Regarding the DRAFT report for the CERS/LGERS Subcommittee

Dear Auditor Luallen,

The Kentucky Education Association and its nearly 40,000 members would like to take this opportunity
to thank you for your diligent work as chair of the CERS/LGERS Subcommitte of the Kentucky Public
Pension Working Group. Throughout this process you have exhibited your professionalism in dealing
with the complex issues at hand and facilitated a fair process allowing all interested parties a venue for
expression of ideas and concerns.

During the development of this process it was agreed that all parties would be given the chance to
respond to the draft report. In response to this opportunity KEA has reviewed the draft document and
suggests the following changes to the report.

Proposed changes:
On page 7 under Options, first sentence of the second paragraph, change to read:

The Cavanaugh Macdonald Report, using the eurrent new assumptions and-full-payment-of-the
ARC based upon the experience study for the school board/non-school board emplovees, shows
city and county employees in the existing CERS system subsidizing school board employees in the
amount of $43,775-319 approximately $32.6 million.

Rationale: The report notes that Cavanaugh MacDonald opined that “...long term, the new assumptions
will reflect the differences between the groups better than the current assumptions do.” Moreover, the
$43.8 million dollar figure is apparently based on paying the full ARC for 2008, although the report notes
that “..CERS employers did not pay the full ARC because the KRS Board approved a five year phase-in of
the higher ARC resulting from the implementation of GASB 43/45 accounting rules.” All that being the
case, it seems the $32.6 million cost using the new assumptions would be more appropriate.

401 Capital Avenue
Frankfort, KY 40601
1 502/875-2889 or 1 800/231-4532
Fax:1 502/227-9002
Internet: www.kea.org




On page 8 under General Discussion of Options, add after the third paragraph another paragraph:

Separating the two groups lends itself to further discussion about appropriate representation of
school employees on the KRS Board of Trustees. The current structure provides (under 61.645)
that one trustee appointed by the Governor “shall be knowledgeable about the impact of pension
requirements on local governments.” School employees are a larger group than local
governments and currently do not enjoy specific guaranteed representation on the Board of
Trustees.

On page 8 under General Discussion of Options, add after the above paragraph another paragraph:

If the two groups are rated separately, it will address the approximately $32.6 million subsidy in
favor of school boards, but not the $37.2 million unescorted retiree subsidy in favor of local
governments. This establishes the need for a mechanism, such as proposed in HB 103 (2003
General Assembly Regular Session) and HB 11 (2004 General Assembly Regular Session), to collect
this subsidy from local government employers for reimbursement to KEHP.

On page 9 under Option 1, this language seems incomplete and in need of some clarification. This might
be accomplished by replacing current language with the following:

The parties recognize that the subsidies on the pension/health insurance contributions in CERS are
offset by the subsidy for unescorted city/county employees. Since these subsidies are comparable
there is little incentive to incur the disruptions.

On page 12 add as a last sentence to the final paragraph:

Any increase in costs for school boards would occur at a time when the goals of education reform
are jeopardized by inadequate funding.

After careful consideration of the options outlined throughout this process and information provided
through actuarial analysis, we would point out the similar amounts of the subsidies of $32.6 million for
school boards and $37.2 million for local governments. Because these subsidies offset one another,
combined with the substantial expense and disruption required to separate the groups, KEA endorses
Option 1 as outlined in the DRAFT report.

Thank you again for your diligence in this process and respect for the impact any changes to Kentucky
Retirement System would have on thousands of hard working school support professionals across
Kentucky.

Respectfully Submitted,

Sharron Oxendine, KEA President
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Kentucky’s public education advocacy team

Kenmcky School Boards Association  Kentucky Association of School Administrators  Kentucky Association of School
Superintendents

Memorandum:

To:  Public Pension Working Group
County Employee Retirement Systems Subcommittee

From: 3KT
Kentucky School Boards Association
Kentucky Association of School Administrators
Kentucky Association of School Superintendents

Date: October 21, 2008

Three months ago, at the beginning of the important work of the Public Pension Working Group,
our three organizations presented a unified platform to this subcommittee. We outlined our
concerns, including protecting the hard-earned retirement benefits of our school’s classified
employees, maintaining fiscal solvency for all of the retirement systems that serve school
employees, and avoiding any negative consequences for Kentucky’s already financially-strapped
public school systems who are responsible for the employer contribution for classified school
employees. Our goals and concerns remain after the in-depth examination pursued by this
subcommittee.

We applaud the subcommittee for employing professional guidance to examine the complex
issues related to the benefit structures for city, county and school board employees. The results
of the Cavanaugh Macdonald actuarial analysis and the PricewaterhouseCoopers report for the
first time provide real numbers under which we can make an informed decision. Representatives
of the school boards, the cities and the counties have known for years that material subsidies
exist in both the Kentucky Employees’ Health Plan (KEHP) and the County Employees
Retirement System (CERS). As noted in the draft report for the CERS Subcommittee, the issue
of the subsidy for unescorted retirees has been debated since at least 2001. Various studies
completed since that date have all confirmed a substantial subsidy to the benefit of city and
county employers who currently have the option to remove their active healthy employees from
the state health insurance pool, thereby driving up costs for everyone else in the pool, including
teachers and classified school employees. Further, a nearly identical subsidy has been quantified
in CERS. Representatives of the school boards, cities, and counties worked for several years to
try to address these dueling subsidies and even reached tentative agreement in the 2003 General
Assembly. While no one can specifically divine why the legislative compromise failed to pass,
two conclusions can be drawn: first, that the additional costs associated with an appropriation to
cover the subsidy into the CERS was too great, and second, policy makers decided that the




nearly identical subsidy amounts in the two different programs did not merit the substantial
upheaval and costs associated with taking any sort of corrective action.

As clearly identified in this most recent report, splitting the assets and moving members to a
different system would entail years of work, millions of dollars in precious resources, and open
the state to potential liabilities with the Internal Revenue Service and potentially the Social
Security Administration. Further, the recent volatility in equity markets underscores the
additional risk associated with any asset division.

In sum, five years later, having identified the same issues with the same results, policy makers
are faced again with the same question: do we spend extraordinary sums of money that we do not
have, and time and resources for which we cannot budget, in what is essentially an academic
exercise to end up with a net zero gain to anyone involved? If you fix the subsidy in CERS, you
will cost school districts tens of millions of dollars, and if you fix the subsidy in the KEHP, you
will cost cities and counties tens of millions of dollars. It is a zero-sum game.

Therefore, our three organizations can only support Option 1 as presented in the draft
report. All other options are unacceptable to school board employers because they will
shift costs onto local school districts that can least afford it.

Tocal school districts employ nearly 50,000 people in classified school roles. These individuals
provide the backbone for our educational system. They transport our children to and from
school; they provide nutritional meals to sustain them through the day. They ensure that our
classrooms, playgrounds and gymnasiums are clean and safe; they assist our teachers in all
phases of instruction. The teaching and learning experience during our school day could not be
successful without the tireless and sometimes thankless work of our classified school employees.

If the state were to adopt any of the policies in Options 2 through 5 outlined in this report, the
state would be shifting a multi-million dollar burden onto local school districts. The same local
school districts that have just experienced millions of dollars in cuts for extended school students
— meaning our most vulnerable students are not getting tutoring after school anymore. The same
schools that have just received a multi-million dollar cut in safe school funding — meaning many
schools no longer employ school resource officers to ensure a safe learning environment. The
same schools that have just received a multi-million dollar cut in professional development
funding — meaning our teachers are not receiving the most up- to-date continuing education.
These are the same schools that have cut millions of dollars from their general fund operating
budgets; a recent study completed of all 174 school districts found that 135 of them had reduced
staff this year in response to these cuts —meaning 1,169 staff positions in our public schools no
longer exist to serve our students, and roughly half of those positions were classified school
employees. If this year’s cuts resulted in almost 1200 layoffs, can you imagine the pain inflicted
upon our public schools if you ask them to pick up tens of millions of dollars in additional
pension costs?

The Commonwealth of Kentucky, and specifically the General Assembly, has a court-ordered
constitutional responsibility to fund our public schools. It is quite possibly the most important
act of our state government — to equitably and adequately provide for a system of public schools




for all children. Kentucky has struggled to meet this challenge since the landmark reform act of
1990. Following an initial infusion of new resources, for over a decade, nearly every new dollar
going into education has been directed towards employee benefits. Employee benefits are a
crucial part of that responsibility to fund the public schools, but if any of the Options 2-5 in this
draft report were implemented, you would see a tremendous resource shift in school districts that
would be compelled to remove instructional resources simply for the purpose of funding a
retirement benefit. How would schools do that? In most school districts, 80 percent of the
budget, on average, is personnel costs. There’s no fat in public school budgets. If public schools
were asked to increase their contribution to the retirement systems for classified school
employees, there’s only one way to get the money, and that is to fire people. You will be
dooming to failure Kentucky school districts that have a statutory mandate to bring all students
to academic proficiency by 2014. And while as subdivisions of the state, school districts
understand that budgets have leaner times and happier times, as the leaders of our public schools,
we cannot endorse any proposal that disproportionately shifts a cost-burden on our schools,
particularly when the advocates of that shift refuse to address the other subsidy in question
relating to the unescorted retirees in the health insurance pool.

Both health insurance and retirement programs rely upon dispersing risk across a pool. The
greater number of lives covered reduces the risk and burden on each participant in the pool. This
was the goal when these systems were setup, and it must be the overriding public policy interest
for the Commonwealth as it struggles with insurance and pension issues. If policy makers play

" favorites with specific interest groups, allowing them to either carve themselves out or place
their employees in silos, the Commonwealth as a whole loses. If you fix one subsidy without
fixing the other, you are simply “robbing Peter to pay Paul.” A reminder of Kentucky’s motto
seems apropos at this time, “united we stand, divided we fall.” We must address this issue with
all of our groups at the table, and not bifurcate each other for short term gain while turning a
blind eye to the consequences.

The thorough examination by this subcommittee and its consultants leads to only one logical
conclusion for the greatest good — Option 1.
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Kentucky League of Cities

October 24, 2008

CERS/LGERS Subcommittee

Kentucky Public Pension Working Group

State Auditor, Crit Luallen, Chair

VIA EMAIL: sally.hamilton@auditor.ky.gov

Dear Chair Luallen and Members of the Subcommittee:

This letter and attachment are for the purpose of providing commentary on behalf of the
Kentucky League of Cities and the Kentucky Association of Counties and their members
on the draft report of the County Employee Retirement System Subcommittee of the
Kentucky Public Pension Working Group.

Kentucky’s cities and counties have felt the sting of unsustainable employer contribution
rates on retirement benefits for some time now. Since the 2006 GASB accounting
changes, CERS employer contribution rates approved by the KRS Board of Trustees have
increased nearly 42 percent for non-hazardous duty employees and 28 percent for
hazardous duty employees. In FY 2007 cities and counties contributed around $185
million to CERS, approximately two-and-a-half times the total amount paid in FY 2003.
The aggressive changes implemented by the KRS Board of Trustees in response to
GASB have forced employer contribution rates to shockingly high levels, and those rates
only promise to go higher in the immediate future in the absence of additional reforms. It
was this reality that led cities and counties to be among the initial groups to call upon
state leaders for meaningful retirement legislation.

The changes enacted in HB 1 during the special session signaled a bold beginning in
addressing the public pension crisis. However, the legislation only provided a temporary
one-year reprieve from escalating contribution rates, leaving local governments in need
of more permanent rate relief. No one is more aware than local governments that there is
no easy fix. Despite the recommendations of some interest groups, cities and counties
cannot in good conscience continue to fund escalating costs in a broken system by raising
taxes during an economic downturn or neglect or abandon the services citizens need and

- demand. Those options do not fix the real problem and citizens would pay both
monetarily and through a loss in quality of life for this type of short-sited policy making.

The promise of an effective solution lies within the work of this subcommittee.
Operating under the provisions of an inviolable contract that local governments are
committed to honoring and protecting for their employees and retirees, the possibilities
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Cantrlll Janet (APA)

From: Hamilton, Sally (APA)
Sent: Monday, October 20, 2008 10:57 AM
To: Cantrill, Janet (APA)

Subject: FW: DRAFT Report of the CERS Subcommittee
Importance: High

----Qriginal Message-----

‘rom: Haskamp, Greg (Finance Secretary's Office)
sent: Monday, October 20, 2008 10:53 AM

fo: Hamilton, Sally (APA)

subject: FW: DRAFT Report of the CERS Subcommittee
‘mportance: High

‘rom: eddaw5614 [mallto eddaws614@m5|ghtbb com]
sent: Saturday, October 18, 2008 9:49 PM

"o: Haskamp, Greg (Finance Secretary's Office)
iubject: Re: DRAFT Report of the CERS Subcommittee

areg Haskamp
Jifice of the Secretary
‘inance & Administration Cabinet

Jear Sir,

\fter careful consideration of the five possible courses of action to address the question raised, | choose Option 1, which would
2ave the system "as is".This is not something that was done in haste, but was done after a lot of thought on my part, and | will
ttempt to explain some of my reasons for this choice.

‘irst of all, this is not the time to create a new pension system for City & County employees such as LGERs which would require
1@ Membership and assets to be split. There would be nothing gained by transferring a problem from one system to another, the
1oney, assets and membership would still be the same with just a different name. The cities and counties are having hard times,
ut the state is also having many of the same problems with finances. The problem with the Retirement system did not happen over
ight and | don't expect it will be solved over night. The problems of moving from one system to another seem to be much greater
1an any benefit that might be gained. If there are to be changes made, we need to sure that by making these changes, we don't
1ake a bad situation worse.

lespectfully, Edwin A. Davis (Retired Palice Officer and former Trustee of the Kentucky Retirement Systems,CERS) ----- R
Dear Members of the CERS Subcommittee,
Attached you will find the draft report of the CERS subcommittee. Please review and direct all comments in formal letter, via

email, to Sally Hamilton in the Auditor’s Office Hamilton: sally.hamilton@auditor.ky.gov so that they may be appended to the

final report of the subcommittee. Comments are due by close of business, on Friday October 24", Appendicies, attachments
and the executive summary will be presented to the subcommittee members at the next meeting

Also, please note: The final meeting of the subcommittee will be held on Tuesday, October 28, 2008 at 2pm in room 129 of
the Capitol Annex.

Thank you,

Greg Haskamp

Office of the Secretary

Finance & Administration Cabinet
Telephone 502/564-4240

.0/24/2008




Kentucky League of Cities

for immediate rate relief are limited. In searching for options for near-term rate relief,
cities and counties have concluded that an elimination of the classified school board
subsidy and the establishment of a full funding standard with a phase-in period to reach
the Actuarially Required Contribution (ARC) for funding of retiree health benefits are the
only viable options available to the legislature without undermining the sustainability of
the retirement systems. The elimination of the school board subsidy can be accomplished
in a number of ways as appropriately outlined in the options presented in the draft report.

Governor Beshear’s charge to the subcommittee in his executive order was to explore
two options for eliminating the school board subsidy— the creation of LGERS or
separation of classified school board employees into another system. The Governor’s
order does not call for the examination of the unescorted retiree subsidy, which the draft
report summarily concludes must be considered in any analysis of local government
retirement systems. Unfortunately, the insertion of this health care cost issue serves to
confuse the analysis and distracts from the discussion of retirement reform. The
unescorted retiree issue was further complicated with the possible inclusion of
information in the PricewaterhouseCoopers analysis that may not have reflected actual
unescorted retiree data.

Since the unescorted retiree issue has been included in the report, it is worth noting that
the study ignores the impact of flexible spending plan participants who opt out of active
coverage 1in the state health plan but participate upon retirement. Moreover, the study
does not recognize the unescorted retiree subsidy has already been addressed by the
General Assembly. The unescorted retiree subsidy will become non-existent over time as
the 2003 changes to retiree health insurance benefits take full effect. The work of this
subcommittee should be more appropriately focused on the proper allocation of
personnel, and assets and liabilities for retirement purposes.

The draft report provides five options to address the retirement ailments of local
governments. While four of the options present a means to correct the school board
subsidy shouldered by local governments, the first option is to leave the system “as is.”
Doing nothing is no solution and is unacceptable for local governments in the absence of
other action that would curb the increase in employer contribution rates.

There is an additional option that could benefit cities, counties, and school boards - the
enactment of legislation similar to the provisions of HB 1 related to the state’s funding of
the KERS ARC. The General Assembly could establish an extended phase-in period for
reaching the full ARC and create a full-funding standard for OPEB liabilities. The KRS
Board of Trustees would be required to follow this legislation for setting yearly employer
contribution rates. The measure would extend the impact of rate increases over a greater
length of time until 2003 health insurance changes and the HB 1 reforms have time to
take greater effect. Not only could this assist cities and counties, but it could also
mitigate the burden of rising retirement costs on school boards.




Kentucky League of Cities

Unlike the General Assembly, local governments have been paying their bills on time and
want to continue on the prudent path toward full funding of pension benefits. Local
governments acknowledge pension liabilities should be funded at 100 percent. On the
other hand, there is more room for flexibility in dealing with the retiree health insurance
liabilities because of the changing nature of the health care market and the eventual
import of the 2003 health benefit changes. Without a change, some local governments
and their employees may not be around long enough to realize the relief provided by the
2003 health benefit changes and HB 1.

The state should strive to provide more substantive changes to the retirement systems so
that benefits and costs are properly allocated. Local governments realize that process
may be long and unpleasant, but avoiding the problem today may only worsen it
tomorrow. The notion that two unrelated subsidies “cancel” is an easy excuse for a
failure to take action. If nothing is done, the subsidies are guaranteed to be revisited and
reevaluated again as they each change in the coming years, especially as the effects of the
2003 health benefit reforms completely erase the argument of a “wash.”

On behalf of KLC and KACo, and our membership of 390 cities and 120 counties, we
would like to commend the chair of the subcommittee and its members on their
professionalism and diligence over the past several months. The work of this
subcommittee has helped paint a more complete picture of the retirement landscape and
will hopefully serve as a basis for additional change. The future of our local
governments and the Commonwealth depends on it.

Attached to this letter, please find specific comments and questions from cities and
counties related to the report in its draft form.

Sincerely,

Sylvia L. Lovely Bob Amold

Executive Director/CEO Executive Director/CEO
Kentucky League of Cities Kentucky Association of Counties




Kentucky League of Cities

Questions Answered Below by KRS (Oct. 27, 2008)

QUESTIONS REGARDING THE DRAFT OF THE
PUBLIC PENSION WORKING GROUP
COUNTY EMPLOYEE RETIREMENT SYSTEM SUBCOMMITTEE
October 17, 2008

1. Page 6, Summary of Results: First and second bulleted paragraphs.

e “CERS School Board employees do have different actuarial demographics than Non-
School Board Employees. School Board Employees:
o Terminate earlier;
o Retire later;
o Have a different mortality rate; and [Is the mortality rate higher or lower?]
NSB females on the average have one vear shorter lifespan that SB females
o Have significantly lower average salaries; ($17,592 versus $33,662 for NSB)”

¢ “When rated separately:
o Non-School Board employees actually receive a small subsidy from school
board employers on pension contributions.[How small is the subsidy?]
l 0.43% of payroll
o School Boards receive a larger subsidy from non-school board employers on
the health insurance contributions” [How much larger is the subsidy? The
Cavanaugh study said the subsidy was a “material” subsidy?]
2.88% of pavroll

2. Page 7, Subcommittee Approach/Methodology, paragraph at the top of the page. [Is
the $43,775,319 subsidy in favor of the school boards the “net” subsidy? How was
the subsidy calculated?] It is a net subsidy of pension and insurance’combined.
Look at page 5 of the OQct 9 letter from Cavanaugh. ltis the sum vou gef when vou
subtrace the School board Current Assumptions from the Combined for pension
and insurance, and the Non-School Board Current Assumptions from the
Combined for pension and insurance.

3. Page 7, Subcommittee Approach/Methodology, paragraph at the top of the page. The
last sentence in that paragraph says: “The use of the actual ARC would result in a
different subsidy amount.” [What would that subsidy be? Would it be more or less?]
This is an issue raised by adding the language from Patrick Welsh. Cavanaugh
computed the subsidv on the full calculated value of the ARC. CERS is actually
paving a reduced amount due to a five-vear phase in to full health insurance
contributious adopted by the Board. Patrick’s assertion is that it would be a
different value, but Cavanaugh has not verified Patrick’s numbers.
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4. Page 7, Subcommittee Approach/Methodology, first full paragraph on page. The first
sentence in that paragraph says: “Using the new assumptions based on the experience
study for the school board/non-school board employees, Cavanaugh MacDonald found a
subsidy of approximately $32.6 million.” [The $32.6 million did not appear in any of
the previous documents relating to the Cavanaugh study.” Where did this number
come from and why is it different form the $43.8 million subsidy mentioned in 3.
above?]

This came from a Oct 9 email from Cavanaugh to Bill Thielen. Cavanaugh was
asked to look at the subsidy using the actual payroll data from 2007-2008 instead of
projected for 2008-2009. The lower number comes from the actual payroll data
from last vear to have an apples-to-apples comparison with the report from
PriceWaterhouse. We did not ask for an updated letter to this effect. I can forward
the email to vou.

5. Page 7-8. Options, last paragraph on page 7 and top of page 8. The last sentence in the
paragraph states: “The PwC study has incorporated to the extent possible
recommendations from the Kentucky League of Cities of affected agencies.” [To what
extent was the Kentucky League of Cities recommendation used. It does not appear
that the subsidy amount for unescorted retirees changed at all. How was the data
provided by the League utilized? Why were the issues raised by the League of Cities
and KACO not addressed in the draft report?]_This is a Personnel Cabinet and
PWC question.

6. Page 8, General Discussion of Options, fourth full paragraph on page. This paragraph
states: “If school board employees are to be rated separately from city and county
employees, the only alternative is to divide both the membership and the assets into two
separate groups, regardless of the governance structure.” [This statement would not be
true if we leave existing CERS employees in the current retirement plan, and deal
with new hires differently.] KRS has had numerous discussions with KLC and
KACO on this issue. If vou close CERS to new emplovees and place new emplovees
in a different system, Cavanaugh advises that vou have to use a different actuarial
method. You must go from funding on a percent of pavroll to funding on a level
dollar amount, which will drive the cost up significantly from what they are paving
today. This is not a viable option from KRS’ standpoint.

7. *GENERAL COMMENT: While not addressed specifically by the ,
subcommittee, we believe the Public Pension Working Group should be made aware
that the reemployment provisions of House Bill 1 have placed local governments at a
competitive disadvantage. This competitive disadvantage is exacerbated when it
comes to re-employing hazardous duty retirees. If local governments wish to rehire
a previously retired state or local government employee, that employee may not
accrue an additional retirement annuity, even though the government must still pay
the employer contribution to the retirement system as well as the cost of a single
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premium health policy. We believe local governments should be granted relief from
these overly restrictive re-employment provisions.
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ADDENDUM
TO OCTOBER 24, 2008 LETTER
FROM THE
THE KENTUCKY LEAGUE OF CITIES (KLC) AND
THE KENTUCKY ASSOCIATION OF COUNTIES (KACO)

KLC and KACO submit the following additional comment to the CERS/LGERS
Subcommittee draft report, and request that the comment be made a part of their joint October
24, 2008 response:

KLC and KACO believe that an additional alternative exists that can provide relief
from the “material” health care subsidy that Cavanaugh MacDonald says local
governments are currently providing to school board employees in CERS. Under this
alternative, which amounts to a clarification of Option 4, found on page 10 of the draft
report, all current members of CERS, both school board and non-school board, would
remain in that retirement system.

At a future legislatively enacted date, newly hired classified school board employees
would enter the Kentucky Employees Retirement System or other appropriate
retirement system. New city and county employees would continue to become
members of CERS. It is submitted, that this option would not require the splitting of
assets, nor would it require that the membership of CERS be split. It would also allow
employer contributions to continue to be calculated as a percentage of payroll and
would not require level dollar funding.

The treatment of newly hired school board employees would be completely consistent
with the way health benefits for new hires were changed with the enactment of
legislation in 2003.

KLC and KACO wish to express their appreciation to the chair and members of the
subcommittee for their willingness to consider this alternative. While it is acknowledged that
dealing with this retirement issue is very complex, it is nevertheless believed that the
modification outlined above should be given careful consideration as a viable alternative for
dealing with the CERS subsidy.

Sincerely,
Sylvia L. Lovely Bob Arnold
Executive Director/CEO Executive Director/CEO

Kentucky League of Cities Kentucky Association of Counties




